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THE Preparatory Committee for the International Conference on Trade and 
Employment completed its six weeks’ discussions at Church House with a 
long report, of which the best thing that can be said is that 

A World it leaves a way open tor the formation of an International 


Code for Trade Organisation and for the actual bargaining on tariffs 
rade and preferences between the 17 “ nuclear’ nations—and the 


stage for that will now definitely be set in Geneva next April. 
To make even so modest a claim for the achievements of the Preparatory Com- 
mittee is to pay those who laboured on it a handsome compliment. The 
Committee began its task with the considerable help of British and French 
approval “in principle ’”’ of the American proposals for setting up an Inter- 
national Trade Org sanisation. These proposals in the form in which they had 
been “ spelt out” by the Americans were, however, far more rigid and less 
promising than those published in Washington in December, 1945. When 
the talks began at Church House there was serious danger that the meeting 
might prove wholly abortive. That it belied this promise is due in large part 
to the readiness of the Americans to retreat from the rigid stand they had 
taken in their draft charter, and also to the valiant work done by the British, 
Australian and Canadian delegations in formulating the reports which recon- 
ciled the views of the United States with those of most of the other countries 
represented on the Preparatory Committee. The main feature of the pro- 
ceedings was the revelation of the complete isolation in which the United 
States stood on the basis of the original demands in its draft charter. The 
American retreat from the rigidity of this Charter might be inte rpreted by 
the cynic as a retreat from advanced and untenable positions occupied for 
purely tactical bargaining purposes. But there was much more to it than 
this, and the conciliation shown by the U.S. representatives in the course of 
the discussions can be regarded as an unmistakable sign that their education 
in the harsh economic realities of the present day world is making good and 
promising progress. 

The Committee has done an excellent piece of work on full employment, 
the whole of this part of the report being attributable to British hands, though 
with a certain amount of external, and particularly Australian, inspiration. 
Every member nation accepts the obligation to maintain full employment and 
high and stable levels of effective demand, and recognizes that it does so not 
merely in its own interest but because it owes a responsibility to other countries 
to achieve this objective. This agreement in principle has, of course, to be 
translated into full employment policies appropriate to the political and 
economic systems of the several countries, but it is a great achievement to 
have had the philosophy of full employment and its international implications 
so ably stated and accepted by the 17 countries represented. 

The toughest part of the Committee’s labours was that assigned to the 
Sub-Committee on Trade Restrictions. Here the Americans gave way all 
along the line. They abandoned their rigid stand on the relation between 
negotiated reductions in most-favoured-nations tariffs and margins of 
preference, and, even more important, they agreed to considerable toning 
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down of the clause in the draft charter which proposed to abolish quantitative 
restrictions in general. 

The discussions on restrictive business practices led to a complete return 
to the more liberal philosophy of the original “ Proposals ", with their sugges- 
tion of building up a body of case law in dealing with complaints concerning 
monopolies, cartels, and other similar practices. The outright prohibition of 
such practices which was contemplated in the draft charter was abandoned 
by the Americans. Perhaps the most marked deviation from the principles 
of the original ‘‘ Proposals ’”’ and of the draft charter was made at the instigation 
of the industrially undeveloped countries. Their representatives argued that 
no substantial rise in their standards of well-being and, therefore, in their 
‘ontribution to expanding world trade, could be achieved so long as their 
economies were dependent on the cultivation of a few primary products. 
They therefore argued in favour of protection for infant industries and, i 
large measure, they succeeded in their pleadings, but with the important 
reservation that no departure from the spirit of the charter designed to protect 
new industries would be allowed without previous consultation with the I.T.O. 

The report of the Preparatory Committee now goes to a drafting committee 
which will be meeting in New York this month and which should go a long way 
to redrafting the proposed charter. This redraft will then be submitted to a 
full International Conference on Trade and Employment to which all United 

Nations will be invited towards the close of 1947. Meanwhile, the Geneva 

‘horse trading ’’ between the nuclear nations on tariffs and preferences will 
have provided its unmistakable test of the sincerity which lies behind all the 
fine words and sentiments that have found their way into the report of the 
Preparatory Committee. 


THE gilt-edged market in recent weeks has remained under the shadow cast 
by the compensation terms for rail nationalization, so that the main influences 
have been those indicated in these columns last month. 


The Tap On the one hand, rail stockholders, in search of higher 
Success or yields than the return expected from the Treasury-guaranteed 
Failure ? securities in which compensation will be paid, have been 


steadily selling out, and their sales have kept prices of rail 
stocks below the presumed compensation values. On the other hand, institu- 
tional and speculative investors have been absorbing the offerings of rail stocks 
on the ground that, at their discount below compensation values, they offer 
a cheap route into gilt-edged, and the prospect of a speculative profit when 
the Treasury-guaranteed stocks are eventually allotted. The gilt-edged 
market, in consequence, has been inclined to ease, and Mr. Dalton’s 23 per 
cent. tap loan was scarcely fitted to hold its own against this somewhat unusual 
attraction for professional operators. In recent weeks, therefore, the flow 
through the tap has been even less impressive than at the start. In the four 
weeks to December 14, cash sales totalled only £59 millions, compared with 
{81 millions in the first three weeks—figures which may be contrasted with 
the £418 millions for the 7} weeks run of the 2} per cent. Savings Bond tap 
last summer. Mr. Dalton, however, claims to be well satisfied. The Conversion 
offer for the £429 millions of Local Loans was duly closed on December 2, 
and it was later announced that conversion applications for the tap stock 
totalled £304 millions. Taking the conversion and cash applications together, 
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the Chancellor claimed that he was “ almost home ” and would “ not keep the 
tap open much longer”’. But this effort to give the impression that he had 
obtained all the money he would have liked has not deceived the City. A large 
proportion of the Local Loans issue was already in official hands when the 
conversion was first announced, and since then there have been very heavy 
official purchases. When the offer closed, the market was estimating the total 
official holding at about {250 millions, so that the ‘“ genuine ” conversion 
applications may have been around {50 millions or less. Moreover, in the past, 
the Chancellor’s reliance upon “ last-chance’”’ devices and other tricks of 
salesmanship plainly show that, when the going is good, he is only too glad 
to boost sales of securities with the object of slowing down the rate of credit 
expansion. It is true that the effect of this operation upon the volume of 
credit cannot be measured wholly by the size of the tap sales, because the 
unattractiveness of the tap terms produced such a demand for dated gilt- 
edged stocks that the authorities were able to unload substantial quantities 
from their own portfolios. Indeed, had Mr. Dalton really wished to demonstrate 
the success of the operation from his own point of view, he would have done 
better to ignore the figures and point out instead that the rush away from 
his new stock into dated stocks had had the effect of pulling down the gilt- 
edged yield basis by a further one quarter per cent. 


THE latest banking figures necessarily reflect these trends at almost a month’s 
lag, but experience up to the end of November certainly does nothing to present 
the tap loan in any more favourable light. On the contrary, 

Deposits bank deposits showed their largest rise since July. Even if 
Up Again jtems in course of collection are eliminated, the month’s 
“true ’’ increase of £81 millions is little below the record rate 

of expansion maintained through the previous seven months. Moreover, on 
general grounds, there was reason to expect a pronounced slackening of the 
expansion, for the month’s Exchequer deficit—including “‘ below-line ’”’ items 
—fell far short of the Treasury’s nominal cash receipts from small savings and 
from the tap, while substantial sums are flowing in from sales of dollars to 
importers as the North American credits are drawn upon. On this evidence , 


November, Change on 

1946 Month Year 

£m. £m. £m. 
Deposits oa a e sc ‘xis 5502.5 + 105.6 + 713.7 
“ True’’ Deposits* .. va 7 sa 5315.8 + 80.8 + 661.5 

%8 

Cash ~ =r a we ‘a ia 573.8 (10.43) + 17.2 + 77.6 
Money Market Assets .. ai wi ais 820.9 (14.9) + 36.9 + 295.8 
Cali Money .. an ne ne i 323.8 (5.9) + 12.1 + 95.0 
Discounts au = or ss ais 497.1 (9.0) + 24.8 + 200.8 
Treasury Deposit Receipts... a ii 1628.0 (29.6) — 1.0 — 75.0 
Investments plus Advances as a ais 2365.3 (43.0) + 25.0 + 365.5 
Investments .. a ae ‘in sii I410.I (25.6) + 7.4 + 209.4 
Advances en we i “i ee 955-2 (17.4) + 17.6 + 156.1 


* Excluding items in course of collection. 
§ Ratios of assets to published deposits. 


it seems that, up to end-November, official sales of dated stocks must have 
been far from sufficient to finance the substantial purchases of the maturing 
Local Loans stock. 
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Meanwhile, investment portfolios are now rising only slowly, but month 
by month the demands for advances add their quota to credit expansion. 
The principal counterpart of the new deposits, however, is again to be found 
in money market assets, which are now only a little below the peak level 
reached last June. It is to be hoped that this resultant improvement in 
flexibility will continue. Certainly, the authorities seem to seize every oppor- 
tunity to shift the emphasis gradually from Treasury deposit receipts to 
Treasury bills. The weekly bill issue, restricted to £160 millions for six weeks 
in consequence of the tap loan, was restored to £170 millions early last month, 
and although issues of T.D.R.s have been resumed now that there are again 
T.D.R. maturities, the borrowing has been pitched at a level which produces 
a net reduction in this less flexible element in the floating debt. As a later 
article points out, the case for the Treasury bill, as against the T.D.R., has 
been made even stronger by the decision of the banks to drop window-dressing 
and work to a stable day-to-day cash ratio. 


THE shape of exchange control to come was sketched a little more clearly 
during the Committee stage of the Exchange Control Bill by Mr. Dalton, when 
he described the main categories of exemptions, which the 

The Treasury would grant, from the mass of comprehensive prohi- 
Exchange bitions which make up the Bill. The exemptions fall into 
Control three classes : payments of sterling ; securities ; and travellers. 
Bill So far as payments of sterling are concerned, the present 
system, as contained in the Regulation of Payments (Consoli- 

dation) Order, 1946 (S.R. & O. 1946, No. 1383), is to be retained. This is the 
Order which imposes upon the transfer of sterling the well-known pattern of 
bilateralism, whereby sterling standing to the credit of a non-resident may be 
used only for payments to persons inside the sterling area or to a person 
resident in the same currency area as the person making the payment. A 
number of breaches have already been made in this system, all tending to 
render sterling more freely transferable between non-residents (e.g. transfers 
between Brazil and many countries in Europe) and it is to be expected that 
these deviations from bilateralism will be maintained. In due course all sterling 
belonging to non-residents resulting from current account transactions will, 
under the conditions of the American Loan Agreement, have to be made 
fully convertible, i.e. made transferable between all classes of non-residents. 
It was, however, in relation to the regulation of dealings in dollar and other 
foreign securities that Mr. Dalton foreshadow ed the most generous concessions. 
Not only did he propose to permit dealings in all such securities between 
residents, but he also stated that he ‘“‘ would like to see the power of ‘ switching ’ 
established with reasonable freedom”. During the third reading of the Bill 
the Financial Secretary to the Treasury repeated the Chancellor’ s hope “ to 
allow U.K. residents who wish to sell their foreign currency securities to 
reinvest the proceeds, on application, in other securities expressed in the 
same currency provided the transactions take place through a regular security 
market like the Stock Exchange and are completed within a limited period ” 





On the question of travel allowances to residents, the Chancellor was§ 


~ umant in refusing to increase the present annual limit upon expenditure of 
5 per person in foreign currency plus £20 in sterling notes. In this he was 
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undoubtedly correct, for all too many of the Opposition speakers, who so 
eloquently praised the virtues and advantages of foreign travel and urged an 
increase in the present rates, failed to appreciate that foreign travel expenditure 
is, in the words of the Chancellor, “a substitution for essential imports ”’. 
About the wisdom of having “a little more fruit rather than a little more 
travel’ there can, at this stage, be little argument. 


On January 13 a new arrangement will come into force for dealing in non- 
sterling area currencies. From that day authorized banks will be allowed to 
“marry”’ their own transactions in such currencies 
‘* Marrying’ and will not, as they have done since the beginning of 
Exchange exchange control, have to undo each transaction with the 
Transactions Bank of England at the official rates. This change will be 
the first result of the new status of authorized dealers under 
the Exchange Control legislation, within the framework of which they will act 
as principals and no longer as agents of the authorities. This is only a first 
step and will not involve a return to dealings at free rates. The rates at which 
transactions are ‘‘ married ”’ will still be fixed, though it is expected that the 
margin between buying and selling rates will be considerably narrowed. In 
the case of the U.S. dollar, for example, the range will be reduced from the 
full point which obtains at the moment to half a point, the new selling and 
buying rates being 4.02? to 4.03}. It will still be impossible for authorized 
dealers to operate among themselves and thus compensate the balances in 
their own positions. The net short or long position in non-sterling area cur- 
rencies of each authorized dealer each day will have to be “ undone ”’ with the 
Bank of England. This restriction of freedom is of no great importance at 
the moment, since the bulk of the exchange dealings in hard currencies in 
London is ‘ one-way ’, and most of the authorized dealers do little more than 
sell currencies against sterling. There would, therefore, be very little oppor- 
tunity at present for inter-bank dealings, since every bank is, almost without 
exception, short of dollars and other hard currencies on every day’s 
transactions. 

The new arrangements will deprive the authorized dealers of at least one 
important facility they have hitherto enjoyed. In maintaining working 
balances in non-sterling currencies—particularly in U.S. dollars—they have 
until now had to put up no resources of their own. The balances in question 
were deposits of dollars by the Bank of England with the authorized banks. 
Under the new arrangements, any authorized dealer desiring to maintain 
working balances in the specified currencies will have to purchase the cur- 
rencies in question from the Bank of England against sterling. The Bank of 
England will cover the authorized banks by forward swaps—i.e. by repur- 
chasing the same amount of exchange ‘ forward ’—and these will be made 
at par. Under the new system the dealers, though thus freed from exchange 
risk on the balances, will lose the interest which the funds now earn as sterling 
employed in London. The bulk of the working balances will, in the normal 
way, be maintained in dollars and no interest is earned on balances held with 
banks in the United States. The authorized dealers, however, do not have to 
maintain larger balances than the minimum amount required for this purpose. 
Indeed, this latest notice to banks and bankers specifically provides that 
working balances must not be used for the purpose of investment. 
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THE most important news from the Bretton Woods institutions last month 
was the announcement that the International Monetary Fund would be 
open for exchange operations on March 1 next. The board 
News from of executive directors has received the notification of all 
Fund par values of member countries’ currencies and has agreed 
and Bank those shown on pages 52-3. News from the Bank is 
less satisfactory. Mr. Eugene Meyer has unexpectedly 
resigned from the presidency, and at the time of writing his successor 
has not been appointed, though many people have been approached. The 
Vice-President, Mr. Harold Smith, has also left the Bank after an even shorter 
period of office. The main difficulty which faces the Bank is that of defining 
the status of the bonds it will issue and, on that basis, deciding upon the terms 
on which these bonds will be placed. The first problem does not yet appear to 
have been solved. If the guarantee of member countries behind the Bank’s 
bonds is joint and several, its bonds will be marketable on the basis of U.S. 
Government securities. If it is not, the bonds will be more difficult to place on 
reasonable terms in the New York market. Difficulties are also being encoun- 
tered in inducing the vartous States to pass the legislation required to make the 
bonds of the Bank eligible as holdings for savings banks and insurance com- 
panies operating under State charters. New York has passed the necessary legis- 
lation. Wisconsin, on the other hand, has directed its banks to refuse such 
investments. These are, perhaps, the inevitable teething troubles of a new 
organisation which must operate and find the bulk of its resources in the very 
turbulent scene in the present-day United States ; but there can be no denying 
the fact that these difficulties are beginning to cause serious concern to those 
who had pinned their faith to the Bank, and that this concern has not been 
eased by the sudden departure of Mr. Eugene Meyer. 


THE position in the world silver markets has undergone some interesting and 
significant changes during the past month. The main feature has been the 
virtual disappearance of the “ fancy prices’’ at which silver 
Silver’s has been quoted in the Far East. In Bombay the spot price 
Slump of silver—which had reached the high record of 192 rupees 
per 100 tolas at the end of last May—had, by the beginning 
of December, fallen below 130 rupees. Although the spot price has since 
recovered to about 139 rupees, the underlying weakness of the market is 
reflected in the abnormal discounts at which silver is quoted for forward 
delivery—the latest quotation is 123 rupees for March, compared with the 
spot price of 139 rupees. At the recent Bombay prices, and allowing for 
shipping costs and import duty in India, the shipping point from London 
has on occasion fallen below the London official price of 554d. per fine ounce. 
A position has thus arisen in which “ free silver” in London has been quoted 
below the official price. The same phenomenon has occurred in New York, 
where the open market price has broken well away from the figure of 90} cents 
per ounce, the U.S. Treasury price for newly mined domestic silver. The 
break in the New York market, where the open market price has fallen to 87 
cents, was precipitated by offerings from London and Mexico. The former 
consisted of 250,000 ounces of Spanish silver which had been purchased against 
gold with the authorization of the Bank of England, and which was thus 
available for re-export against U.S. dollars. ey 
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The complete metamorphosis of the silver market position must be traced 
back to the British Recoinage Act, the announcement of which had a pro- 
nounced psychological effect upon the silver situation. Not only did it provide 
a solution for the repayment of British lend-lease silver to the United States, 
but it pointed a way which other countries still using silver for their subsidiary 
coinage might follow. This dev elopment, together with the high prices 
encouraged by the American decision to increase the price paid for domestic 
silver, combined to tempt a considerable amount of silver out of central banking 
and governmental hoards. Thanks to the restoration of arbitrage facilities to 
London deaiers, a good deal of such silver from Russian, Spanish and other 
sources has made its way, via London, to the Indian market. Its arrival 
there at first eased a tense technical situation in which short interests were 
in the unenviable position of having to deliver metal which they had sold, 
and then precipitated the collapse in prices which has now taken the Bombay 
quotation to or below shipping parities indicated by official prices in London 
and New York. 


LORD WARDINGTON’S annual statement with the report of the Bank of London 
and South America for the year 1945-46 was an unusually exhaustive and 
penetrating review of economic conditions in Latin-America. 


Banking Pride of place in that review must be given to events in 
in Argentina, where the banking decree passed last April 
Argentina created a regime which Lord Wardington rightly described 
as “‘ unique in the history of banking ” . Asa result of this 


decree, the State now guarantees all bank deposits in Argentina and every 
bank operating in that country does so virtually as the agent of the central 
bank. At the same time, facilities are now provided by the State to enable 
the banks to maintain the necessary amount of till money and to finance 
their normal lending to borrowers for trade and other purposes ; the central 
bank re-deposits sufficient funds with the various banks to satisfy their daily 
cash needs and makes loans to commercial banks in the form of re-discounts. 
Lord Wardington points out that, from a practical point of view, the daily 
contact between the banks and their customers, both depositors and borrowers, 
has been preserved. The new regime, however, has created some interesting 
legal and book-keeping problems. For example, the deposits of the Bank of 
London and South America in Argentine, amounting to over £46 millions, do 
not appear among the deposits in the balance- sheet but merely as a note 
showing that deposits of this amount were outstanding in the books of the 
bank acting as agents for the central bank of the Argentine Republic, full 
liability for these deposits being assumed by the Argentine nation. Had the 
accounts been prepared on the same basis as last year, the bank’s total deposits 
would have figured at £137 million, compared with {110 million in 1945. 

The leading motif in the economic reports on the various South American 
republics is their urgent need and cry for British manufactured goods. In 
every case, the supply of these goods is no more than a small fraction of what 
could be absorbed. The result is an increasing diversion of South American 
imports to the United States. This has been particularly the case in Brazil, 
Chile and Peru, and in the last two countries an acute shortage of United 
States dollars has already become apparent. 
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To meet Christmas demands for currency, the Bank of England fiduciary 
note issue was raised on December 10 from £1,400 millions to £1,450 millions. 
This was the first increase since the pre-Christmas change 


Fiduciary in 1945, so that the expansion of the note issue last year 
Issue was the smallest since 1940. In each of the years 1941-45 
Raised there were three increases, and one of them—in December, 


1942—was for {70 millions instead of the customary {50 
millions. The issue has thus been raised in 17 steps—excluding the increase 
necessitated by the transfer of the Bank’s gold holding to the Exchange 
Account in September, 1939—from its comparable pre-war level of £580 
millions. This latest increase differs from its recent predecessors in that it 
may be possible to regard it simply as a seasonal movement. There is at least a 
possibility that, if the reflux of currency from active circulation early this 
year is as heavy as it was twelve months ago, the authorities may be able to 
contemplate the first reduction in the fiduciary issue that has occurred since 
early 1939. 


CHANGES in bank capitalization are so rare that two such announcements 
within a few weeks might seem to suggest that the long-discussed review of 
bank capital ratios is about to produce important results. 


Barclays This, however, would be an unwise deduction, for neither 
(D., G. & O.) — of the two banks concerned is in a position analogous to 
New Capital that of the clearing banks. Barclays Bank (Dominion, 


Colonial and Overseas), as an institution trading overseas, 
clearly has greater need to enlarge its capital resources to meet expanding 
business than the banks engaged in the normal business of domestic deposit 
banking. Moreover, its deposits during the war have expanded even more 
rapidly than those of the clearing banks; their total of £353 millions as at 
end-September last was some 3} times the 1939 figure. In addition, the 
bank last year embarked upon an important venture through the formation 
of Barclays Overseas Development Corporation, with the object of providing 
long-term finance for industrial and agricultural expansion in the colonial 
territories in which the bank trades. 

To provide for these developments, the bank will offer this month to its 
“A” stockholders, at a price of 50s. per share, new “A”’ shares in the proportion 
of four for every £5 of stock held. The issue will yield about £5,365,000 of 
new resources, raising the total paid-up capital from £4,975,500 to roughly 
£7,121,000, and providing {3,219,000 by way of premium to be added to 
inner or published reserves ; the latter now stands at £4,350,000. The bank 
is also proposing to simplify its capital structure by giving preference stock- 
holders an opportunity, after the new issue has been effected, to exchange 
into “‘A”’ shares at par. 

The other bank capitalization change, that by the Commercial Bank of 
Scotland, is less ambitious, but certainly desirable. The bank is splitting its 
£4 ‘‘A”’ shares ({1 paid) into four {1 shares, in order to improve their market- 
ability. In addition, it is capitalizing £350,000 of inner reserves by paying up 
an additional Is. on each of the {1 shares (5s. paid) which result from the 
splitting, thus making the shares 6s. paid-up and raising total paid-up capital 
to £2,600,000. 
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The Crisis of the Franc 
By Rene Fleury 


Chief Managing Editor of “‘ La Tribune Economique” 


EASURED by the official gold price of the Bank of France, the present- 
Mes franc is equivalent to only about 2.6 per cent. of the franc of 1914. 

Taking as the basis the exchange rate with the dollar and with the £ 
sterling, the franc to-day is worth 4.3 per cent. of its equivalent in American 
money in 1914, and 5.2 per cent. of what it was worth in terms of sterling at 
the same date. Judged on the basis of the index number of wholesale prices for 
last September, the purchasing power of the franc is not more than 2.1 per cent. 
of what it was in 1914 and on the basis of retail prices the ratio is no better than 
1.8 per cent.—and both these index numbers have continued to rise since 
September. Moreover, the goods and the prices on which they are calculated 
are not truly representative of the cost of living, because the consumer is in 
these days compelled to have recourse to the black market in order to keep 
body and soul together. It would therefore be nearer the truth to say that the 
effective purchasing power of the franc must to-day be about 1 per cent. of 
what it was in IgI4. 

That is the position. How was it brought about ? Are there in it prospects 
of improvement ? Is it such, on the other hand, that it is bound to deteriorate 
further ? These are the questions which everyone is asking. Let us try to find 
the answers. In the first place, we must search out the basic factors in the 
problem of the franc. Some are of a psychological nature, others are essentially 
technical. We must, moreover, distinguish between the factors important in 
the present crisis and the more or less distant events from which these influences 
draw most of their force. The crisis which unfolds itself before us to-day is 
not wholly due to the war, to the destruction and the chaos which it caused. 
This crisis is also in some ways the result—one might call it the logical sequence 
—of the tumultuous monetary history of France during the inter-war period. 
There can therefore be no comparison between the financial difficulties of 
to-day and the crisis of 1929, because the latter had as its historical antecedent 
more than a century of uninterrupted monetary stability. 

Among the technical factors in the present crisis, primary place must be 
given to the budgetary deficit and the rise in prices. The apparent inflation, 
by which is meant the expansion in the means of payment and more particularly 
in the volume of paper money and of bank deposits, is not—paradoxically 
as it may seem to some—the main cause of the deterioration in the currency. 
At the moment of liberation the volume of notes in circulation was four times 
that of 1938, while bank deposits had approximately trebled. The level of 
prices, for its part, had only doubled over the same period. At present the 
volume of money, compared with that for 1938, is still lower, or certainly not 
greater, than the level of prices compared with the same base period. It will 
be impossible to be precise about this comparison until the quarterly figures of 
bank deposits have been published. But, if the position at the end of the last 
quarter is analysed, it will be found that the total fiduciary circulation, plus 
bank deposits and savings deposits, amounts altogether to 1,175 milliard 
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francs, as compared with 165 milliards in 1938. On September 30 last the 
index of wholesale prices expressed as a percentage of 1938 was 727. It 
has been rising since then and by the end of November stood at 806, while the 
amount of the note circulation had risen to 715 milliard. Even so, the danger 
to which the franc is now subject from the expansion in the volume of money in 
circulation relates not so much to the existing circulation as to its future 
trend. One should, in this connection, take due account of the level of 
commercial transactions and of industrial production. To-day national pro- 
duction is about 80 per cent. of what it was in 1938, after having been as low 
as 30 per cent. in the period immediately following liberation. 

The main question that has to be decided is whether the existing rough 
equilibrium between the rise in monetary circulation and the rise in prices, 
compared with the 1938 base period, can be maintained or whether it is 
threatened by a further rise in prices which, in its turn, would inevitably 
involve a further increase in the volume of circulation without necessarily 
increasing production. Such a development would inevitably take place if the 
budgetary deficit were to persist, thus necessitating further recourse to 
inflationary borrowing by the Government. The prospects of a further 
increase in prices and of a continuing budgetary deficit are the main threats 
menacing the stability of the franc to-day. 

The Governments which have succeeded one another since the liberation 
have been powerless to sage a rise in prices. Can one hope that it will ever 
be otherwise ? It must be admitted in this context that the present situation 
is seriously impaired because the balance between prices and wages, which had 
been re-established last June following the economic discussions which took 
place at the Palais Roy: il, has already been broken. The benefits secured as 
a result ot those talks by representatives of wage and salary earners through 
a substantial increase in their remuneration have clearly been lost, and more 
than lost, by the increase in prices which has since occurred—with the sanction 
of the authorities. This new lack of balance has been further accentuated by 
the mistakes—to use a charitable word—which have occurred in official quarters 
in the past few months. The serious irregularities which have been discovered 
in the traffic in and distribution of wine, meat, bread and potatoes were mani- 
festations of a moral crisis which still continues and to which no remedy 
appears to be in sight. Furthermore, the public still remembers the recent 
strike of postal, customs and finance officials, which reflected a general mood of 
dissatisfaction which has far from passed away. 

A new feature of considerable importance has emerged since then—a 
return to the principle of free negotiations between org anizations of employers 
and employed on the question of salaries. The State, which in the past had 
held to itself the right to intervene in wage negotiations, has abandoned its 
rights, not merely to be consulted, but to issue directives on this subject. 
Immediately following these dev elopments conflict has raised its head. The 
trade unions have sought increases in salaries which would reflect the increase 
in the true cost of living, while the employers have asked the public authorities 
—who, after all, control about 40 per cent. of the wages and salaries paid in 
France—to reassume their responsibilities in this matter. 

It goes without saying that, if there were to be a new readjustment of 
wages and salaries, it would be almost impossible to prevent some of the rise 
being passed on in the level of prices. On the other hand, it must be admitted 
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that fixed salaries have risen far less than the level of prices, and that the 
black-coated workers have seen their standards of living gradually reduced. 

Wisdom would seem to call for immediate and vigorous measures with the 
object of reducing the level of prices. Many difficulties, however, must be 
surmounted before any such policy can be effectively implemented. First, 
there are serious gaps in French estimates of production. The output of basic 
industries can be measured with approximate NY, but this is certainly not 
true of agricultural products. In the second place, even assuming that produc- 
tion is sufficient to satisfy the isic requiremen ts of the people, distribution is 
seriously distorted at every st } om the producer to actual consumer. At 
each of these stages—wholes ge ‘rchant, retailer, to say nothing of the 
official organizations and controls- a tend to disappear from the distri- 
bution circuit. The reason for this is that confidence in the currency has 
disappeared, and this has resulted in a withholding of goods from the market 
and an abnormal accumulation of stocks at each point in the chain of distribu- 
tion. The result is that only a proportion of the goods produced reaches the 
consumer, because everyone in the distributive market prefers goods to money. 
The franc, moreover, is only as sick as it is because the consumer himself 
contributes to the increase in prices by buying in the black market what he 
cannot obtain by legal means. Thus a vicious circle is set up. 

The budgetary deficit for the past year amounted = ey 400 
milliard francs. To that extent the French State was livir g beyond its means. 
Heaviest items on the expenditure side of the account are oa the armed forces, 
social services, subsidies and for the cost of an inflated bureaucracy. Out of 
total budgetary expenditure of 586 milliard in 1946, the armed forces alone took 
155 milliard, or 26 per cent. Subsidies in 1946 cost the State some 96} milliard, 
of which 40 milliard was for agricultural products, 36 milliard for industrial 
costs and 203 milliard for transport. Social services in 1946 absorbed 105 
milliard francs, compared with 500 million in 1913. As for the special services, 
their personnel has increased from 697,000 in 1936 to 1,070,000 in 1946. To 
the latter figure must be added another 280,000 in permanent military estab- 
lishments. At present, therefore, approximately 1,350,000 people are employéd 
in the direct service of the Government. The estimates for 1947 contemplate 
budgetary expenditure of more than 1,000 milliard francs, or nearly twice the 
figure for 1946. It is easy, therefore, to understand why alarm signals should 
recently have been sounded in the Ministry of Finance. At this pace, the public 
finances and the national currency must soon be engulfed in complete chaos. 

The regeneration of public finance is, however, only one of the measures 
that are needed to re-establish monetary stability. Reduction of expenditure 
and increases in taxation would not of themselves suffice to bring back con- 
fidence in the currency. Moreover, the State will have to shoulder heavy 
capital expenditure for reconstruction and re-equipment of industry in 
the near future. If the Government fails to break the vicious circle of rising 
prices and wages, and if production must continue to fight the handicaps of 
inadequate supplies of fuel, this search for budgetary equilibrium will prove 
vain. As long as essential materials are lacking, as long as purchases of the 
bare necessities of livelihood absorb the whole of the salary earner’s income, 
it will be impossible to stop the flight from the franc. The Government will 
need much authority and even more wisdom and perseverance to restore 
the confidence in the currency which has been seeping away for many years.. 
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A country cannot with impunity live for some 20 years in an atmosphere of 
growing monetary insecurity. This experience is bound to undermine, not 
merely the monetary strength of that country, but also its moral qualities. 
The crisis of 1926 was overcome through the efforts and underlying policy 
of a Poincaré because, as has already been noted, France had behind her more 
than a century of stability. The position to-day is profoundly different. 
The defensive reflexes against the undermined currency came in 1926 from a 
relatively small number of people. To-day these reflexes have become day-to- 
day habits of the vast mass of the population. The traditional thrift of France, 
whereby she built up the reservoir from which, until 1914, many other countries 

satisfied their capital requirements, has been replaced to-day either by a form 
of hoarding or by a complete loss of the desire to save. Instead of investing 
in Government securities, those who save to-day choose real values, such as 
gold, foreign exchange or property. The traditional bas de laine to-day contains 
gold and sterling and dollar notes. No longer does it hold French bank notes 
or Government securities. The result for Government credit has been deplor- 
able. During the last month of 1946 the French Government even found it 
impossible to renew maturing Treasury bonds. It follows that it is out of the 
question now to issue any long-term French Government loan. 

One may, perhaps, derive comfort from the thought that it is never so 
dark as just before dawn. The progressive deterioration of the situation has 
perhaps brought about a recognition of the problem which is the first condition 
of effective remedial action. Such action must in the first place attack the 
budgetary deficit, the increase in prices, the inflation of currency and credit, 
for these are the things that have generated social conflict, have exhausted 
private savings, have impaired the desire to save and have struck hard at all 
fixed incomes. These dangers are emphasized in the national inventory which 
has just been published by the Minister of Finance. If that emphasis can be 
follow ed by appropriate action, the franc will be saved. 
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The Truth about Bank Cash 


HE balance-sheets of the London clearing banks to be published in the 
"Text few weeks will be historic documents. From the earliest days of 

sound banking, theory and practice alike have always regarded the cash 
reserves as the very foundation of the whole banking structure and as the 
primary determinant of bank policy. Yet the 1946 balance sheets, as a group, 
will be the first since the banking system assumed its present form—and, 
perhaps, the first since British banks began to publish accounts—to reveal the 
true state of those reserves. Put in that way, the extraordinary character of 
past practices at once becomes apparent. So, too, does the extraordinary 
character of last month’s agreement, whereby the banks decided to drop, 
once for all, the ancient practice of window-dressing. 

British banks, except for early impediments arising from the Bank of 
England’s monopoly, have always been freer from legal constraint than almost 
any other banks in the world. Yet the conventions they evolved, which have 
been copied and crystallized into statutory codes in many countries, acquired a 
permanence, even a rigidity, far greater than that of their legal counterparts 
elsewhere. Reserve ratios in other States are altered from time to time by 
amending statutes, or even by administrative orders, to meet changing credit 
conditions ; but the theoretical cash ratio of the English deposit banks, most 
hallowed of all their conventions, remained in this autonomous banking system 
quite untouchable. 

The ark of the covenant for the banks, with one lofty dissentient in former 
times, was the 10 per cent. cash ratio, classical basis of the ‘“‘one-in-ten”’ prin- 
ciple of credit creation. Nor—paradox within paradox—was its sanctity 
dimmed by the fact that the cherished figure always was a myth. It had 
reality in but one of the large banks, and in the others took tangible shape only 
rarely, and then by accident. Yet it was immutable. 

This is the standard by which last month’s decision must be measured. To 
end the rite of window-dressing, the banks have had to recant the primary 
article of faith that has guided them for half a century. The mystique of 10 per 
cent. has been swept away. In future the cash ratio will be 8 per cent. ; and 
that will be a real, not a mythical, figure. On a technical plane, the change is 
important. But it may have even wider implications than can yet be assessed. 
In the past twenty years or so, revolutionary changes have occurred in the 
shape of the banking system and in the rdle it plays, but principles and con- 
ventions have scarcely altered. Now that the cardinal principle has gone, the 
others one by one will have to be justified on their merits, and honest criticism 
will find an audience. It is a heartening thought. 

* 


The significance of the change itself deserves to be viewed first against a 
historical background. Though modern bankers may not realize it, window- 
dressing was a direct link with the days when banking habits, if not actually 
discreditable, were at least not creditable by the high standards which everyone 
now takes for granted. In the seventies and eighties of the last century, a large 
number of rapidly expanding banks, since merged into the mammoth institu- 
tions of to-day, were avidly scrambling for business, paying high rates for 
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deposits and feverishly seeking to employ their expensive resources to the limit— 
even though the result was to beat down the rate of interest to levels unprofit- 
able for the banks and dangerous for the nation’s gold reserve. They were 
almost free from legal restraint, had not learnt to discipline themselves, and 
could not be disciplined by public opinion because the public did not know the 
facts—until after the Baring crisis of 1890. The select campaign for bigger 
bank reserves then became a public clamour. Goschen persuaded the banks to 
publish monthly statements of account, in the hope that publicity would compel 
them to mend their ways. But he under-rated the force of competition at a 
time of sluggish trade. The statements were published, and the reserves 
exhibited looked increasingly substantial, but they were made to look so by 
the growing device of window-dressing. By calling in day-to-day money from 
the discount market on the day it made up its statement, by refraining from 
renewing bill holdings, and by deferring new loans or purchases of securities, 
each bank piled up a large stock of cash or balances at the Bank of England at 
one critical moment each month, and then plunged afresh into the market on 
the following morning. 
This calculated deception, paradoxically, was unintentionally facilitated by 
a change in the discount practice of the Bank of England, which in 1890 made 
re-discount facilities again available to legitimate bill brokers at all times, 
and thus founded the modern system of ‘ discount accounts’. Hence the 
discount houses, eee often embarrassed and penalized by the sudden 
withdrawal of bank loans for window-dressing, knew that, if only they behaved 
themselves, they could always in the last resort finance their repayments by 
selling short bills to the Bank of England at or over Bank rate. At the half- 
year-ends, when all the banks were calling in loans simultaneously, and sought 
to make a particularly brave show in their balance sheets, the pressure on the 
market was always severe. At the end of Igo1, resultant borrowing from the 
Bank was estimated at {12 millions, and the National Discount Co. was com- 
plaining “that the banks had called from it £1} millions on a single day—small 
fis sures by present standards, but very large then. Despite many criticisms, 


window-dressing continued to grow. After the crisis of 1907, which drew 
attention again to the need for larger cash reserves, the banks were persuaded 
to base their monthly statements upon the average of their figures for one day 


in each week instead of for a single di iy towards the end of the month—a change 
which, it was vainly hoped, might lead eventually to the abandonment of the 
practice. 

The war gave the banks ample time to think again, for publication of 
monthly statements ceased for more than six years; but the familiar tech- 
nique was promptly revived when the statements reappeared in I92r. One 
concession alone was made to the critics. To minimize market disturbance, 
each of the four large banks concerned agreed to ‘ make-up’ for its monthly 
statement on a different day each week, so that making-up operations as a 
whole were spread from Monday to Thursday. By this means, the funds called 
by one bank for window-dressing on, say, a Monday, were returned to the 
market on the Tuesday and then became available for corresponding calling 
by the bank which made up on that day. 

It was this crowning artificiality which led the Macmillan Committee in 
1931 caustically to declare that part of the published reserves of the clearing 
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banks was like a ‘‘ stage army, the same liquid resources doing duty four times 
over in the course of each week”. The Committee thought that window- 
dressing served no useful purpose, was “ not creditable ’’ to the banking system, 
and recommended its immediate abandonment. But the system was 
impervious to criticism. One alone among the large banks—the Midland Bank 
—had no truck with such devices, and consistently maintained its day-to-day 
cash ratio at about the level shown in its published statements.* One of the 
smaller institutions, then not a member of the clearing house, followed a 
similar practice, but the other banks continued as before, quite unperturbed 
by the fact that, from 1932 onwards, it became possible to look right through 
the window-dressed display into the shop itself. 


WINDOW-DRESSING BY LONDON CLEARING BANKS 


Volume of Published “True” Window- 
Average Published “ True” Window- Cash Cash dressing 
of Months Cash Cash* dressing Ratio Ratio Index§ 
{mn. f{mn. {mn. % % % 
1925 ae 196 169 27 11.8 10.2 13.6 
1926 nye 195 166 29 32.7 10.0 14.5 
1927 ~ 198 167 31 11.5 9.8 14.8 
1928 ie 196 165 31 EL. 9.3 16.2 
1929 uP 194 162 32 10.8 9.0 16.7 
1930 i 192 164 28 10.7 9.1 14.9 
1931 sa 182 155 27 10.4 8.8 15.4 
1932 - 187 164 23 10.4 9.2 11.5 
1933 i 212 189 23 10.8 9.7 10.2 
1934 — 212 192 20 11.3 10.2 o7 
1935 ie 215 192 23 10.8 9.6 11.1 
1936 A 228 201 27 10.3 9.1 11.8 
1937 a 235 207 28 10.3 9.0 12.6 
1938 ou 241 218 23 10.6 9.6 9.5 
1939 244 226 18 10.9 10.0 8.3 
1940 a 268 243 25 10.7 9.7 9.4 
1941 ie 311 258 53 10.5 8.7 17.1 
1942 sa 345 277 68 10.5 8.5 19.0 
1943 as 386 299 87 10.5 8.2 21.9 
1944 ie 437 329 108 10.5 7.9 24.7 
1945 / 492 356 136 10.5 7.6 27.6 
1946t : 525 391 134 10.4 7.8 25.4 


*Estimated average of Wednesdays throughout each year. Until end-1935 8 per cent. deduc- 
ted from bankers’ balances at Lank to allow for non-clearing banks; thereafter, 5 per cent. No 
allowance made for absence of window-dressing by two banks, or for fact that Wednesday was 
itself a make-up day ; hence the whole series understates the extent of window-dressing, but the 
understatement arising from the second factor is smaller from 1939 onwards than for the earlier 
years. 

§Proportion of ostensible cash attributable to window-dressing ; i.e., difference between true 
and published cash ratios expressed as percentage of the latter. 

tEleven months 


The Committee had induced the banks to furnish regularly to the Bank of 
England figures of their holdings of currency on Bank return dates. Until 
then, even the Bank could not compute the true level-of clearing bank reserves, 
except on the half-yearly balance-sheet dates, but, from May 1932, when the 
Bank began to publish the global figure of till money (with an initial series 








* For many years it also kept a substantially larger cash ratio than that published by the other 
banks ; and the decline in the average published ratio for the clearing banks as a group, which 
occurred in the period 1925-29 (as the chart on page 12 plainly shows), reflected the Midland 
Bank’s decision to bring its own ratio into line, by gradually reducing it from 15 per cent. to 11 
per cent. 
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extending back to 1925), even unofficial statisticians could get very close to the 
truth.* They showed that, for the clearing banks as a group, the “ true” 
cash ratio had generally fallen short of the published ratio by about 14 to 17 per 
cent.—that approximately one-sixth of the ostensible reserves was on the aver- 
age artificially created for the balance-sheet occasions, with a much larger 
disparity at times. Moreover, the true cash thus computed included the holding 
of the bank which did not dress its window, and therefore over-stated the true 
ratio of the other banks. The accompanying chart gives overall average, and 
therefore unadjusted, figures ; but if the adjustment were made, the true cash 
ratio for the window-dressing banks would be between 3 per cent. and I per 
cent. below the figures shown. Thus in 1928-30 the average ratio for these 
banks was around 83 per cent., and the proportion of created cash about one- 
fifth. When calculations of this kind were first published (in The Financial 
News), it appeared that the Macmillan strictures were taking effect. By early 
1932, the proportion of created cash had dropped to one- tenth, and ‘ make-up ’ 
calling from the market virtually stopped. But this was due solely to a glut of 
money caused by trade inertia and the heavy reflux of foreign funds, which 
enabled the “ outside” banks to undercut the minimum rate maintained by 
the clearing banks for short loans. The clearing banks feared to call, lest they 
should be unable to re-lend. 
* 


If the true ratios had been publicized widely and regularly, it is just possible 
that some impression might have been made upon the banks. But the forces of 
inertia were overwhelmingly strong. Ingenious arguments, which certainly 
played little or no part in the origins of window -dressing, were devised to 
justify its continuance. The bill market, said one bank chairman, ought not to 
be allowed to think that its call money would never be called—a curious con- 
tention at a time when violent movements of foreign funds caused repeated 
jerks and immobilizations, and forced the Bank of England constantly to give 
relief to the market by the growing technique of “ special buying ’’. Window- 
dressing, it was said, ensured a healthy discount market, because a broker’s 
fear of being forced to borrow at or over Bank rate was a salutary restraint 
upon over- trading ; because such borrowing, when it did occur, brought market 
habits and the quality of its bills directly within the central bank’s scrutiny ; 
because, in any case, mere calling and re-lending and the consequent with- 
drawal and re-depositing of collateral securities enabled each clearing bank to 
see a larger proportion of the market’s portfolio. 

It would be w rong to suggest that such arguments were of no account— 
and, indeed, they have been heard in responsible quarters even in the recent 
discussions. But, if really decisive, they should have appealed, above all, to the 
central bank—which left no one in any doubt that it was quite unimpressed. 
There were three main arguments against window-dressing. First, the sheer 
stupidity of continuing year after year to attempt a deception which never 
could deceive, and the particular unworthiness of these tricks for institutions of 
such standing as the clearing banks, which gave full support to every move 


* By adding the monthly average for till money to the monthly average of bankers’ deposits 
at the Bank (after an estimated di d ion for non clearing bank bal ances), a ‘true ’’ cash figure 
was obtained for the average of W<« ie sdays—subject to the moderate overstatement error due 


to the fact that Wednesday was itself a make-up ae. 
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towards more informative company accounts. (What sweet irony there is in 
the fact that the banks’ window-dressing announcement synchronized, almost 
to the minute, with the issue of the ‘‘ Cohen ’’ Companies Bill.) Secondly, the 
inconvenience and disturbance needlessly caused by the huge displacement of 
funds and by the scramble by each bank for the bills maturing on its make-up 
day, and—more important still—the frequent disruption of official plans to 
handle smoothly the vast cross-movements in the market through Government 
payments and receipts. Thirdly, the weakening and distortion of the essential 
link between official credit policy and the total volume of money. Effective 
credit control by the central bank depends absolutely upon the assumption that 
every operation at the centre, upon bank cash, will*have a given effect at the 
perimeter, upon commercial bank deposits. The average multiplier between 
bank cash and deposits in recent years has effectively been about twelve ; but 
as between bank and bank the average has varied from ten to, say, fifteen 
or sixteen, and as between one day and another, even tor the same bank, the 
variations have been still greater. In such circumstances, official actions 
could be wholly frustrated momentarily : a given release of funds by the Bank 
could be entirely absorbed if it reached a clearing bank which allowed its true 
ratio to fluctuate widely and the ratio happened at the moment to be unduly 
low ; conversely, a deliberate depletion of market funds by the Bank could 
be neutralized if the fluctuating ratio of a clearing bank happened to be unduly 
high. 

For the central bank, window-dressing was an unmitigated evil. There 
was a time when any factor which put unruly discount brokers at its mercy, 
even momentarily, was helpful ; but the Old Lady has long since learned how 
to school the market without any big stick, and the discount houses have for 
many years been willing pupils. They have learnt that their indispensable 
facilities at the Bank will be withdrawn unless they voluntarily observe the 
unwritten rules of good behaviour. And the Bank has its own very adequate 
means of watching that observance. The Exchange Control can scrutinize 
every acceptance credit even before it generates bills for Lombard Street, and 
the activity of the ‘‘ special buyer ”’ ensures due scrutiny of the bills themselves. 
The quota system under which the discount market ‘ syndicate’ tenders for 
Treasury bills precludes overtrading. The jobbing facilities accounts through 
which the authorities provide the essential mechanism for speedy dealings in 
the short bond market ensure that they know the nature and scale of the 
business that is passing. Given this system, the Bank can afford to grant 
financial assistance to the market on painless terms, and the market now knows 
that it can get this assistance whenever necessary. The penal sanctions, 
implicit in the popular defence of window-dressing, are gone. 

* 

The foundations of this system had been laid before the war—quite firmly 
enough to remove the last trace of specious justification for window-dressing. 
They were consolidated and greatly extended during the war. Yet the scale of 
window-dressing broke all previous records. In September, 1939, the banks 
suspended monthly statements, but pressure of public opinion speedily reversed 
that decision. To save labour, however, each bank elected to make-up only 
once a month. As the true cash ratio had to be pulled up to the window- 
dressed level only once a month instead of weekly, the two could the more 
readily diverge. At the outset, however, the differential was much smaller. 














18 THE BANKER 


In October, 1939, the true cash holding was a mere 3} per cent. below the 
published holding and the average true ratio rose to 10.6 per cent. compared 
with a published ratio of 11 per cent.; even by April, 1940, the disparity 
was less than 5 per cent. This sudden reformation was presumably due to 
precautions against a possible emergency ; but the traditional habits quickly 
reasserted themselves. For the year 1941 the overall average true ratio reached 
a new low level at 8.7 per cent. and the window-dressing index (i.e., the propor- 
tion of created cash) a new high one at 17 percent. Thereafter the decline in 
the former and the rise in the latter accelerated, until extremes were reached in 
May, 1945, for which month the figures were 7.2 per cent. and 31.1 per cent. 
respectively. If adjustment is made for the two banks which maintained a 
steady ratio, the average true ratio for the window-dressers at this nadir was 
probably only a fraction over 6 per cent. But even on the overall calculation, 
the reliance upon window-dressing was more than three times as great as before 
the war and fully twice that of pre-Macmillan days. And, in consequence of 
the growth of banking resources, the increase in the resultant cash displacement 
was much larger still. In August, 1945—not, be it noted, a half-year-end 
month, for which the figures were always larger—it was nearly £160 millions, 
and the average for the year 1945 was £136 millions. In 1938 it had been a 
mere {23 millions, and in the highest pre-war year (1929), £32 millions. 

All these estimates, it should be reiterated, understate the amount of 
window-dressing and overstate the true cash ratio. But even these overstated 
ratios are averages, for the clearing banks as a group, which means that some 
banks worked on more slender margins still and certain of them, whatever 
their own true average, permitted very wide fluctuations from day to day. 
In one sense, this instability was even more undesirable than window-dressing 
as such. It meant that the credit structure, instead of being based on firm 
ground, was partly built on shifting sand. There is little doubt that the 
démarche which culminated in last month’s decision was directed initially 
against these particular practices. A hint was dropped to the two or three 
banks whose balances fluctuated widely that more stable holdings were 
desirable. The loyal response of these banks, as THE BANKER duly noted, 
was quickly reflected in the Bank return. Then the whole question came under 

general review—without, apparently, any further pressure from the authorities, 
and certainly without anything resembling a “Clause 4” direction. But 
the fact that comparable discussions in the past were invariably fruitless does 
suggest that the existence of the new Clause 4 powers was not an entirely 
negligible factor. It must have added its weight to political considerations, 
the coming “‘ Cohen ”’ legislation, and the general spirit of the times. A back- 

ground influence, too, was undoubtedly the publicity given to the huge increase 
in window-dressing in recent years. Since 1942, when the first war-time calcu- 
lations were made, The Economist had regularly computed the true cash ratios 
month by month, and detailed surveys appeared periodically in THE BANKER. 

But although in these various ways the practice was coming under increasing 
pressure, the banks are to be congratulated for seizing so promptly and so 
effectively the new opportunity presented by the summer’s démarche. Agree- 
ment between giant competitors is never easy—not only because of the differing 
problems and views of the window-dressing banks, but also because the largest 
bank has always taken pride in its distinctive position. That bank, having 
worked so long at 10 per cent. from day to day, would naturally not wish to 
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change, even though a reduction meant a fractional increase in earning power. 
Conversely, the other banks, though perhaps ready to raise their true average 
ratios, would be opposed to any large increase. The new ratio of 8 per cent. 
for all clearing banks is obviously a resultant of such forces as these, and has 
no mystical significance as a credit multiplier. It is, indeed, the figure indicated 
in recent months by the usual calculations for the banks as a whole: the 
computed ratio, both in October and November, was 7.75 per cent. But if 
the calculation is adjusted to exclude the two banks that regularly kept 10 
per cent., the window-dressers’ average ratio becomes roughly 7 per cent. 
for these months. Hence the additional cash that has now to be kept, on 
the average, by these banks is approximately balanced by the surplus cash of 
the other two. Indeed, a substantial part of this surplus was in fact released 
to the money market on the very morning after the announcement, despite 
the fact that the agreement did not take effect officially until the end of the 
month, in time for the year-end balance-sheets. The other banks, for which 
the adjustment is more complex, took a longer time to make their initial 
arrangements. 

The precise technique of the new system is now being hammered out. It 
certainly cannot be deduced from the bald official communiqué : 

The Committee of London Clearing Bankers give notice that on and from 
December 31, 1946, the Monthly Statements of Balances of London Clearing 
Banks will be aggregated on common dates synchronizing with the weekly Return 
of the Bank of England and compiled on the third Wednesday in each month, 
except in the months of June and December when the Statements will be made 
up as at the 30th and 31st respectively. 

They further announce that taking into account the general disposition of 
Bank assets now ruling it has been agreed in consultation with the Bank of England 
that the daily ratio of cash balances will be maintained on the basis of 8 per cent. 

This ought to mean that each bank will aim each day at a ratio of roughly 8 
per cent. but will not be unduly worried if on most days the actual figure 
is a little above or below this, or if on a few exceptional days the margin is 
more substantial. Given such a practice as this, the monthly statement would 
simply be an instantaneous and undistorted photograph. But the figures shown 
by such photographs, over, say, twelve months, ought to average very close 
to 8 per cent. At present, however, there are signs that the window-dressing 
habits of thought are not yet wholly expunged from the minds of those 
most closely concerned. Some banks seem to be taking the view that they 
ought to avoid ever showing less than 8 per cent., which would mean, first, 
that, to be sure of that figure, they would always have to aim above it, and, 
secondly, that the make-up Wednesday would always have a special impor- 
tance in their minds. This is quite contrary to the spirit of the reform that 
has been decided upon, and suggestions that the authorities ought to ensure a 
particularly liberal supply of bills maturing on the third Wednesday each 
month are out of place. If this were done, or if the people most concerned 
continued to think that it would be most reprehensible for a bank ever to show 
less than 8 per cent. in its statement, the practice of window-dressing would 
creep in again by the back door. 

Moreover, such an attitude would produce needlessly violent and erratic 
movements in the market. One of the few minor disadvantages of the change 
is, in any case, the probability that the money market will need to rely more 
frequently—though less heavily—upon official aid, because transfers of funds 
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to the authorities cannot now be financed in part (as in effect they sometimes 
were in the past) by substantial but temporary reductions in the ratios of 
particular banks. But the banks must not now go to the opposite extreme. 
Excessive caution and rigidity are as undesirable, in this context, as licence 
and excessive fluctuation. Careful thought in principle and much common sense 
in practice will be needed to get the maximum benefit from this change. The 
discount market, in particular, has a vital part to play. Many bill brokers in 
the past have held that their chief mission in life was to ensure that they 
could always furnish each bank with bills falling due on its make-up day, and 
contend that therefore they are now cast for a more modest réle. This is 
profoundly untrue. They now return to their primary function in this sphere, 

that of providing the means of rapidly equalizing the minute- to- minute money 
supply. It is now the duty of a bank with money “ over” to employ its 
surplus, and it is the duty of the market to find that money and deliver it 
quickly to the bank that is “ under”’; and if the surplus is smaller than the 
deficiency, the market will generally be the channel through which the difference 
will be supplied by new central bank credit, These credit creations, if they 
occur more frequently, will be necessary creations—quite unlike the prodigious, 
sustained and disloc ating inflations required each month in the past by the 
futilities of window-dressing. 

ox 
But it is not only the banks and the market that must show ilexibility 

and common sense. There is much the authorities can do. This new system, 

by requiring the banks to show a high degree of precision in their daily cash 
budgeting, puts an even higher premium upon the Treasury bill, compared 
with the Treasury deposit receipt, than in the past. Will the Treasury respond, 
by switching its borrowings still further from the latter to the former ? 
Secondly, will it now detail a re: sponsible official to study objectively the 
workings of the Paymaster-General’s Office in relation to the needs of the 

banking system ? It will find much that warrants scrutiny. Indeed, some of 
the more extreme fluctuations of bank cash ratios in the recent past have 
been simply the counterpart of needless jolts caused by the curious habits, 

rather than by bad forecasting, of those responsible for making payments 
from Whitehall. Thirdly, is this not the time, since calendar reform is pre- 
sumably out of the question, to attempt to iron out its vagaries? Bagehot 
used to say that the stock-in-trade of a bill broker was a pair of boots and a 
bill case. Could he but see the modern importance of his own creation, the 
Treasury bill, he would certainly put a further item at the head of that short 
list—a calendar. For smooth action now the banks must have a steady flow 
of daily maturities, yet on many days in the year they have none at all, because 
the dates three months before were Sundays or holidays. Cannot the bills, 
and T.D.R.s, too, be made-to-measure each week, with suitable variations of 
currency to correct these wholly unnecessary but very disturbing anomalies ? 
Having striven for so long to stop the major futility of window-dressing, the 
authorities should now turn their gaze inwards. The Bank of England, in 
its market technique, has long operated with great efficiency, and its dislike 
of window-dressing sprang precisely trom the fact that the resultant disturbance 
could frustrate the best-laid plans. Let it not now be said that the authorities 
in Whitehall are needlessly frustrating those in the City, or that both are 
frustrated by a Treasury bill formula that derives from 1877. 
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The Companies Bill and the Banks 
By F. R. Ryder 


Tis new Companies Bill, unlike other important legislation recently, 





is in all its essentials a non-controversi 

explain why it was introduced last month in the House of Lords rather 
than the House of Commons. It has been formulated only after very con- 
siderable and objective investigation of freely invited suggestions for reform. 
The Cohen Committee, appointed in June, 1943, held no fewer than 46 meetings 
and took oral evidence at 26 of them. Its report, published in mid-1945— 
and fully examined in THE BANKER at the time—was widely approved by all 
shades of opinion, for its broad purpose was to promote a more healthy company 
structure by the well-tried principle of, ensuring more complete and more 
reliable information, combined with the minimum of specific legal restraint. 
In the main, the Bill faithfully follows the Committee’s proposals. Hence the 
principal changes envisaged are already familiar—reform of company accounts, 
including compulsion upon holding companies to publish consolidated balance- 
sheets and consolidated profit and loss accounts, and disclosure and greater 
definition of reserves; reform of the system of nominee shareholdings ; 
improvement in prospectuses and in allotment procedure ; and new provisions 
governing retirement and remuneration of directors. 

The banks, obviously, are in their day-to-day business deeply interested in 
almost every one of these changes. But there are some of particular concern. 
The best guide to these is the memorandum submitted to the Cohen Committee 
by the London Clearing Bankers’ Committee, which is the logical starting point 
for any assessment of the proposed legislation from the banks’ point of view. 
At this stage, what seems most likely to be helpful is a broad survey ; hence 
it is not intended to investigate or even to seek the precise legal significance 
of the textual drafting of the Bill—and it is words in the ultimate that make 
law—although inevitably these problems occasionally obtrude. It is also 
proposed to deal first, and in greater detail, with those provisions which 
specifically concern the banks as such, leaving until later the wider matters 
with which the clearing bankers’ memorandum also dealt. 





Allotment and Prospectuses 


Under these heads, the Bill closely follows the Cohen Committee recom- 
mendations. The bankers’ memorandum was concerned chiefly with the 
responsibility upon the banks as recipients of subscriptions, for the clearing 
banks seldom “ father ’’ an issue. In practice, however, they do satisfy them- 
selves that issues for which they are receiving subscriptions prima facie comply 
with the Companies Acts and that the information contained in the prospectuses 
is not, so far as the bank’s knowledge extends, obviously misleading. This 
inspection is still voluntary and no legal duty is to be placed upon the banks. 

Under the new Bill, in the case of public offers as distinct from offers to 
existing shareholders or debenture holders, allotment must not be made until 
the third day after the publication of the Press advertisement of the issue. 
The validity of any allotment contravening the stipulation is not impugned, 
but penalties are imposed upon the companies and their officers concerned. 
In addition, applications are not to be revocable until three days after the 
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publication—Saturdays, Sundays and bank holidays being excluded. As the 
banks suggested, any allotment made following an offer, whether to existing 








share or debenture holders, or generally, is to be void, if permission to deal on a | 


stock exchange is indicated as being, or to be, applied for, and, in fact, has 


not been applied for before the third day after the first issue of the prospectus, | 
or is refused within three weeks of such date. In this event, the money received | 


from applicants is to be returned, the duty devolving jointly and severally 
upon the directors of the company if the return is not accomplished within 
eight days after the duty upon the company first arises. A logical sequence 
is the provision in Clause 49 (3) of the Bill requiring a separate banking account 
to be kept. The banking implications need some consideration, for, on the 


Meret 


face of it, these monies are trust monies until they vest in the company [ 


following completion of what will be the statutory requirements; and any 


knowledge of, or, it would seem, any constructive notice to, the bank of the | 


non-observance of the requirements would open up the field for an action for 
breach of trust. Although the clause provides that it is the duty of the 
company to refund the monies, it might be reasonable to give the banks, 
specifically, some statutory protection. 

The Memorandum of Association is no longer to be contained in a prospectus 
(it has never been necessary to include it in the advertisement of the pros- 
pectus), but further information is required, particularly in connexion with a 
business to be purchased. A heavier responsibility is also to be placed on 
experts, and it is now specifically provided that, so far as the company is 
aware, the experts’ consent to their reports being included in prospectuses 
must not have been withdrawn. 


Debenture Trusteeship 


The banks suggested that the conflict of interests which in principle 
arises where a bank is both trustee for debenture holders and the company’s 
bankers did not merit legislation. Considerable oral evidence was given 
on this point and upon the question of the specific indemnity and protection 
given to trustees by the trust deed to cover mistakes and negligence. The 
Cohen Committee agreed with the banks’ view on the first problem and the 
Bill makes no reference to conflict of interests. Clause 67 (1), however, 
proposes to make void a clause in an indemnity given to a trustee for debenture 
holders exempting him from liability for breach of trust (“‘ where he fails to 
show the degree of care and diligence required of him as trustee’). In fact, 
apart from savings in respect of indemnities in existing trust deeds and of 
clauses enabling the trustees to rely upon opinions of others, the trustees are 
thrown back upon the law generally to find cover. It is true that the Trustee 
Act (S.23) provides some comfort, but it is feasible that the changed legal 
position will cause serious reflection in bank trustee departments as to the 
responsibilities involved in new debenture trusteeships. Still more are private 
trustees likely to demur if they are aware of the position. 


Nominees 
Here, without doubt, lies the most vexed problem. Not only was there 


difficulty as to practical policy, but the drafting, the precise verbal statement 
of the intention of the legislature, has proved very complex. The banks had 






As the 


xisting | 


alona 
ct, has 
pectus, 
ceived 
verally 
within 


quence |} 


ccount 
on the 
npany 
d any 
of the 
on for 
of the 
banks, 


dectus 
pros- 
vith a 
ed on 
ny is 
ctuses 


nciple 
yany’s 
given 
>ction 

The 
d the 
yever, 
nture 
ils to 
fact, 
nd of 
‘S are 
‘ustee 
legal 
> the 
ivate 


there 
ment 
; had 


oe erie 


OSE ERERR IE inten en eres” 





THE COMPANIES BILL AND THE BANKS 23 








suggested that, in so far as the public interest called for disclosure, powers of 
investigation could be given to the Board of Trade and that, if the Cohen 
Committee thought necessary, the trafficking by directors in shares could be 
covered by stipulations for disclosure. Otherwise the banks thought no action 
was demanded. The Cohen Committee, however, was not satisfied, and made 
recommendations that have found expression in the Bill. 

There are, however, additional clauses which appear to mitigate in part 
the all-embracing recommendations of the Committee. By Clause 57, every 
company is to keep a register of share ownership containing all “ owners ”’ 
who are not registered holders. Then we find the definition of owner including 
any person who has a right to dispose of, or vote in respect of, a share, or to 
control the exercise by anyone else of such a right of voting or disposal. The 
difficulty of mortgages was apparent and it is expressly provided by sub-clause 
(11) of Clause 58 that in that section (which defines ownership) : 

There shall be disregarded any rights, and any limitation on a 
person’s rights, conferred or imposed by or arising by virtue of any 
subsisting mortage charge or lien or any revocable power of attorney. 

The clause is very wide, and while it appears to cover the position of mort- 
gagees it also appears to leave open an obvious device for persons desiring 
to evade the general intention behind the provisions. This exclusion of mortgages 
was not advised by the Cohen Committee and it would not seem unlikely that 
some modification will be introduced before the Bill becomes law. 

Again, there is likely to be difficulty in construing the Act (if its present 
form remains unaltered) where trustees hold shares and beneficiaries who are 
life tenants and remaindermen might be considered to have a joint right to 
direct disposal (within the meaning of Clause 58 (2) (a)). Presumably, some more 
limited interpretation is intended, and this should be amplified ; otherwise 
it is arguable that beneficiaries should be indicated in the register of ownership. 
At all events, if this is not a correct interpretation, the opportunity for collusion 
through the form of a trust will defeat the object of the regulations. It is true 
that, apart from its position as a trustee, a bank is not affected, but, after the 
modification that would seem likely regarding mortgages, the position might 
be different. To differentiate between a mortgage based on a normal business 
transaction and one artifically devised to defeat regulations is extremely 
difficult if not impossible—the devil himself knowing not the mind of man. 


Directors Voting in matters in which they are interested 


The banks’ memorandum drew attention to the difficult situation that 
arises in practice where a director is indirectly interested in a resolution of the 
Board. For instance, where he is a guarantor of an account for which the 
company is to charge security, his voting may invalidate the resolution. And 
so far as concerns third parties, such as a lending banker, if it were apparent 
that the director’s vote was necessary by reason of the quorum stipulated in 
the Articles, the security taken by the third party is invalidated. However, 
no legislation is proposed on this subject. 


Fraudulent Preference 


On this subject the banks made a strong and seemingly justifiable claim 
that the reclamation of money paid away and amounting to a fraudulent 
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preference should be recoverable from the recipient rather than the person 
making the payment (i.e. the bank). As is well known, this position arises on 


4 
$ 


the occasion of the customer’s releasing a particular third-party security by | 
paying off a bank overdraft. Briefly, Clause 81 proposes that the liquidator | 


of a company shall still recover from the bank, but that the bank in turn shall 
be able to recover from the guarantor or depositor of third-party security up 
to the amount for which he was responsible prior to the fraudulent preference. 
That is to say, the bank suffers unless it can recover from the person fraudu- 
lently preferred. This is only a little alleviation, although sub-clause (4) of 
Clause 81 provides the machinery for its operation. In fact it will give by 
statute a right for which the bank could have contracted in its form of 
guarantee, and is not sufficient to cover what appears to be an unfair hazard 
to a particularly vulnerable (and litigiously attractive) defendant. In addition, 
the period in which a fraudulent preference can be established is now to be 
six months instead of three months prior to the commencement of the 
winding-up. 
Use of the Name “ Bank” 


At present, the only legal prohibition upon inclusion of the word “ bank ”’ 
in the name of a company is that imposed upon money-lenders, but the clearing 
bankers suggested that some further restriction might be in the public interest, 
although they quite justifiably claimed that the British banks were, generally 
speaking, so well established as to defy confusion with other concerns. The 
Cohen Committee concurred, and for this and other purposes Clause 68 of the 
Bill provides that the Board of Trade may refuse to register companies with 
“undesirable ’’ names. This enables the existing restrictions against certain 
words in the names of limited companies to be repealed, the whole matter being 
left to the discretion of the Board of Trade, against whose decision there is no 
appeal. 

Published Accounts and Reserves 

In most of the remaining provisions of the Bill, it may be said that bankers 
will be interested as matters changing part of the law about which their business 
demands their knowledge, rather than as subjects on which they themselves 
particularly desired or did not desire amendment. The very important clauses 
dealing with the form of published company accounts, however, plainly fall 
into both these categories. Very full provisions are contained in the first part 
of the Schedule to the Bill giving detailed requirements for balance-sheets and 
profit and loss accounts, with further requirements for holding companies, 
whose accounts are required to be accompanied by a consolidated balance- 
sheet and consolidated profit and loss account. 

A complex series of rules will in effect compel disclosure of inner reserves 
or of the fact that such reserves exist—and, in this latter case, their approxi- 
mate nature or origin. Thus, reserves are to be distinguished from liabilities, 
and liabilities from “ provisions’’ (roughly speaking, a sum set aside fora 
liability known to exist, but the amount of which is indeterminate) ; and, for 
all asset changes after the Bill becomes law, asset values (at cost or valuation, 
with the basis stated) must reveal the amount provided for depreciation. 
These are only the principal provisions ; the full series warrants close study 
by all who are concerned with the interpretation of published accounts. 
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The function of auditors is to be more dominant, for they are to determine 
what explanations are necessary (under Section 134 (2) of the 1929 Companies 
Act) for the performance of their duties—now enlarged to ensure that accounts 
give a “‘ true and fair ”’ view of the position—and are to attend and be heard 
at the members’ meetings of the company. More exacting definitions of 
subsidiary (including sub-subsidiary) and holding companies have been framed, 
the relevant sections (126 and 127) of the 1929 Act being repealed. Of con- 
siderable general interest is a new requirement that private companies, apart 
from a rather wide group of exemptions, are to file annual balance-sheets and 
profit and loss accounts, and bankers may note particularly that there is an 
attempt to prevent mere registration of shares in the name of a bank or its 
nominee company from taking the case out of the exemption (see Clause 


43 (3) (c)). 
Exemption for Bankers 


The various provisions for additional information in company accounts 
are to apply only in some small part to banking and discount companies. 
However, they are to classify separately their “ trade investments ”’, “ other 
quoted ” and “ unquoted ” investments (though they are relieved from the 
general provision for disclosure of market value of the second group), and 
are required to state the method and date of valuation of fixed assets. Quite 
how this latter requirement will be applied in connexion with bank premises, 
usually given at cost, is problematical. Of most interest is the question of 
reserves and provisions. Banks, unlike other companies, are not to be required 
to distinguish between “ reserves’”’ and provisions, but they will have to 
indicate in “‘ appropriate words” the way in which the profit and loss has 
been arrived at. Whilst the relief granted to banks in this matter is reasonable, 
the extent of the ‘‘ appropriate words ”’ is somewhat a matter of conjecture. 


Directors’ Remuneration and Retirement 


Far-reaching provisions, closely following the “‘ Cohen ’’ model, are made 
affecting the position of directors. Except under contracts existing before the 
Cohen Report was published, payments to directors must not be made free of 
tax, and all payments to them—even including expenses allowances (if charge- 
able to United Kingdom income-tax), the value of benefits in a form other 
than cash, and company contributions to pensions funds—must be disclosed, 
in total, in the published accounts. Directors’ dealings in the securities of 
their own companies are to be registered and made open to inspection, and 
loans to directors will be permitted only for purposes arising from their office 
and will then require the approval of the company in general meeting. Bankers 
will observe, however, that there is a specific exception where the ordinary 
business of the company includes the lending of money. They will also be 
concerned in some few cases with the provision that it is unlawful for a com- 
pany to guarantee or provide security for a loan to a person who is a director 
of the company or of its holding company. For it will have to be considered 
whether it is unlawful for companies in such cases to continue their guarantees 
or the deposit of their security, even though given before the Act comes into 
force. The bank will usually have clear knowledge, and, prima facie, may have 
to stop the account where a company could terminate the guarantee or 
withdraw the security. Finally, the Bill provides for the disclosure of the ages 
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of directors of public companies, and, if over 70, they may continue in office 
only with the sanction of a special resolution of the company in general meeting. 
Their retirement—at whatever age—may be compelled by ordinary resolution. 


Winding-up : Powers of Court 

Other changes in the law in connexion with the winding-up of a company, 
in addition to the particular matter of fraudulent preference already noticed, 
include the giving of power to the Court to wind-up a company on a petition 
presented by members on the ground that it is just and equitable, whether or 
not there are other means available to achieve this end. Preferential payments 
in both company liquidation and bankruptcy have been extended to equate 
the position of workmen to clerical employees. Many bankers will, of course, 
consider that this might have been a favourable opportunity to extend to 
bankruptcies the right of subrogation given by Section 264 (3) of the Companies 
Act, 1929, in respect of money advanced for wages, but this hope, apparently, 
seemed so forlorn that the bankers’ committee did not broach the subject. 
Furthermore, the period, before a winding-up, in which a floating charge 
becomes invalid, so far as relates to debts existing at the time of its creation, 
is now increased from six to twelve months, which is not a very welcome 
change from the narrowest standpoint of banking practice. But there should 
be general approval for the provision that directors’ declarations of a Company’s 
solvency, in order to permit a voluntary winding-up, must in future be made 
within five weeks prior to the resolution to wind-up. 

a 

One other topic warrants mention to bankers. Receivers, who may not 
now be undischarged bankrupts, are to have submitted to them, within fourteen 
days of their appointment, a statement of affairs of the company in a prescribed 
form. Within one month, and annually thereafter, the receiver must send 
a copy of the statement to the registrar and must give his opinion upon it to 
the company, and also send a copy to the trustees, if any, for the debenture 
holders. Procedure is also established by which a receiver may apply to 
the court for directions. 

Other sundry changes provide for the exemption of registration of chief- 
rents under Section 79 of the Principal Act as interests in land; the necessity 
for a company to register under the Business Names Act when carrying on 
business in a name other than its own; and the capacity of companies incor- 
porated abroad and having a place of business in this country to hold land in 
the United Kingdom. 

Altogether, bankers, no less than investors and the general public, may 
regard the new Bill with comparative satisfaction in so far as the general 
intention—a ninety-five per cent. enactment of the Cohen Report—is accom- 
plished. Modern legislation is, however, faced with serious difficulty in 
achieving expression to cover the complexities of society to-day, and it is to 
be feared—in fact, in some small part it is inevitable—that the Companies 
Bill, superimposed as it is upon the Act of 1929, will, on occasions, be judicially 
interpreted as enacted law remote from the conceptions both of the draftsmen 
and the legislature. That, however, is a defect scarcely peculiar to company 
law or to this particular Bill, and does nothing to detract from the wider 
merits of what is unquestionably a long step towards a more healthy structure 
of company finance. 
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American Banks on the Leash 


HE most interesting and intriguing feature of the position of United 

States commercial banks as they enter upon the year 1947 is their new 

subjection to central banking control. Not since 1937 have the member 
banks of the Federal Reserve system been subject to the will and control of the 
Federal Reserve authorities, because not since the middle months of that year 
have these banks been working on only a small margin of cash reserves in 
excess of their statutory minimum requirements. Excess reserves became a 
normal feature of the banking situation in the United States in the year 1934 
in consequence of the exceptional deflation of credit and currency in the 
immediately preceding depression years and as a result, also, of the continued 
influx of gold. By the Banking Act of 1935 the Board of Governors of the 
Federal Reserve system was given power to alter reserve requirements for 
member banks provided the ratios fixed by them were not greater than twice 
the figures fixed in the original Federal Reserve Act and did not fall below these 
figures. These powers were at first used with considerable moderation, but 
early in 1937, in the desire to brake what was deemed to be an undesirable 
increase in speculation and rise in commodity prices, the reserve requirements 
were raised. In addition, the U.S. Treasury sterilized imports of gold by 
crediting them to an inactive account against which no gold certificates were 
issued to the Reserve banks. As a result, excess reserves of member banks 
fell to a level at which the Federal Reserve banks were again in a position to 
control the credit situation by open market operations and, if necessary, by 
increases in the discount rate. 

This restoration of central banking control was short-lived. The modest 
business depression of late 1937 and 1938 called for a general easing of credit 
by open market operations and “ desterilization’’ of gold. Soon excess 
reserves were mounting again and providing a cushion against which any 
restrictive measures of the central banking authorities would strike in vain. 
The Board of Governors was later to raise reserve ratios to the maximum 
permitted by the law, but this measure was to prove impotent in face of the 
effect of the large increase in the monetary gold holding that was to occur in 
the period just before and immediately following the outbreak of the second 
world war. A point was reached towards the end of 1940 where, with total 
reserve balances of around $14 billions, the member banks’ excess reserves 
were almost $7 billions. From that point, however, excess reserves fell rapidly, 
largely as a result of the expansion of credit and currency that began to gather 
momentum even before the United States entered the “ shooting war ”’. 

The accumulation of excess reserves by member banks over this long 
period of years had provided an admirable illustration of the limitations of 
purely monetary measures of economic control. The Federal Reserve authorities 
had learned this lesson well and in the report of the Board of Governors for 
the year 1943 they admitted that : 

“In the past quarter century it has been demonstrated that policies regulating 
the quantity and cost of money cannot by themselves produce economic stability, or 
even exert a powerful influence in that direction. The country has gone through boom 
conditions at times when monetary restraints were being exerted and interest rates were 





28 THE BANKER 


extremely high, and it has continued in depression at times when an active policy of 
monetary ease was in effect and money was both abundant and cheap. Economic 
stability depends on a complex of forces and policies, of which credit policy is only one. 
In order to be effective in bringing about stability, the regulation of the availability and 
cost of money must be integrated with a flexible fiscal policy and at critical times reinforced 
by direct controls over prices, wages and supplies ”’ 

The recognition of these limitations of quantitative measures of credit 
control and the consequent emphasis upon more qualitative measures (such 
as fixing margin requirements for stock market loans and conditions for 
consumer credit) and, during the war, upon physical controls over production 
and consumption does not mean, however, that the Federal Reserve authorities 
have been wholly reconciled to their loss of control over the volume of credit or 
over the level of money rates. It is with relief, therefore, that the authorities 
have during the last few years seen the cushion of excess reserves gradually 
deflated. The process began in earnest during 1941. In that year these 
reserves fell from $7 billions to $3 billions. By the beginning of 1944 they 
were down almost to the $1 billion mark. But thereafter, despite the new 
phenomenon of a loss of gold, which from the beginning of 1943 to the end of 
1945 brought the gold stock down from $23 billions to $20 billions, the excess 
reserves remained stubbornly above $1 billion until the year 1946, when they 
began to fall again and have declined almost steadily to close the year at about 
$700 millions. 

At this level of excess reserves the member banks can really be said to be 
“on the leash’’. That technical position of effective control over the member 
banks and over the credit situation is reached long before the reserves of the 
member banks have fallen to their statutory minimum. It must not be forgotten 
that in dealing with their member banks the Federal Reserve authorities 
have no less than 7,000 separate institutions to reckon with. Many of these, 
particularly the smaller country banks, which normally earn high rates on their 
commercial loans, are not particularly interested in having their resources 
fully invested unless they can do so at the level of rates to which they are 
accustomed. They would certainly not go out of their way to invest tem- 
porary surpluses at the low rates prev vailing for short-term Government paper. 
These banks hold the bulk of what remains to-day of the excess reserves. 
The large banks of New York city and Chicago have been fully invested for 
some time past and have been relearning the discipline of bringing their 
reserve balances up to the required minimum by borrowing from the Reserv e 
banks against eligible paper, or by selling to the Reserve. banks short-term 
Government securities subject to the customary repurchase option which 
attaches to all such sales. 

The main reason for the fall i in excess reserves during the “my year is to be 
found in the U.S. Government’s debt retirement operations. In March, 1946, 
the Treasury’s cash resources, swollen by public subscriptions in the Vv ictory 
loan campaign, had risen to their all-time “‘ high’ of $26 billions. This was 
far too large a figure even by American standards—which in this particular 
context are incompé urably higher than those applied in Britain to the adequacy 
of “ public deposits”. It was therefore decided by the U.S. Treasury to use a 

substantial part of these balances—which, it should be noted, are held in 
“war loan accounts’”’ with commercial banks throughout the country—ih 
order to redeem maturing debt. ‘Between April I and December 15, 1946, 
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no less than $22 billions of debt had been so redeemed. The impact on member 
bank reserve balances, and on the credit situation in general, was con- 
tractionist and deflationary—for two reasons. In the first place, some of the 
securities repaid out of Treasury resources with the commercial banks were held 
by the Federal Reserve banks; their redemption was therefore the exact 
equivalent, in its effect on reserve balances, of open market sales of securities 
by the Federal Reserve banks. Secondly, in so far as the redeemed securities 
were held by the general public, the money paid out tended to be transferred 
from war loan deposit accounts to ordinary private and commercial deposits 
of the commercial banks. Since the banks do not have to maintain reserves 
against war loan accounts, but must do so against other deposits, the transfer 
had the effect of tightening up the reserve balances situation. 

The return to what might be called “‘ normal ’’*technical conditions in the 
realm of central banking control has occurred at a time when the commercial 
banks in the United States are as fully extended in their investments as they 
have ever been. Table I illustrates the broad trend of banking developments 
in the United States since the outbreak of the war. 


TABLE I 
ALL INSURED COMMERCIAL BANKS* 
MILLIONS OF DOLLARS 


Private Deposits Govern- Loans U.S. Government Securities 
ment Certifi- 
End of Demand _ Time Deposits Bills cates Notes Bonds 
1941 -- 37,845 15,146 1,762 21,258 988 — 3,159 12,797 
1942 ~« naan 15,697 8,167 18,903 4,462 6,727 5,799 20,999 
1943 -. 59,921 18,561 9,950 18,841 4,036 13,218 7,672 30,656 
1944 -» 65,960 23,347 19,754 21,352 3,971 15,300 15,778 39,848 
1945 «+ 74,722 29,277 23,740 25,705 2,455 19,071 16,045 51,321 
June, 1946.. 78,281 31,487 12,941 26,791 1,220 17,637 12,004 52,092 


* Banks which insure their deposits with the Federal Deposit Insurance Corporation. On 
June 30, 1946, they held 98 per cent. of all commercial bank deposits in the United States. 

The chief feature of that table is its revelation of the extent to which the 
inflation of bank credit in the United States has been based on the acquisition 
by the banks of medium and longer term Government bonds. Between 
June 30, 1940, and the end of 1945 the U.S. Government spent $380 billions, 
of which $153 billions, or 40 per cent., came from taxation and the remaining 
$227 billions was borrowed. The ratio of taxation to expenditure was less 
impressive in America than in Britain, where the figure was about 50 per 
cent. Equally unfavourable to the United States is the comparison of 
debt raised from banking and non-banking lenders. In the United States 
approximately $95 billions, or 40 per cent., of the borrowing was achieved by 
selling Government securities to the commercial banking system. In Britain 
the comparable ratio was slightly less than 20 per cent., though it should be 
pointed out that since the end of 1945 the absorption of Government securities 
by the commercial banks in Great Britain has been far more marked than the 
comparable movement in the United States, where, in effect, there has been a 
substantial net reduction of Government securities held by the banks. 

But though the bias in U.S. Government war-time issues has been pro- 
nouncedly in favour of short-term securities, the range of interest rates at 
which these have been issued has made the shortest-term issues increasingly 
unattractive to investors, including the banks for which they were primarily 
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intended. The range of money rates has spread from # per cent. on three 
months Treasury bills through { per cent. on twelve months certificates of 
indebtedness and up to 2} per cent. on the Government’s bonds maturing in 
I5 years and over. This wide range has provided a standing temptation to 
banks to go longer in their investments and to neglect almost entirely the 
shortest dated paper. Although Treasury bills are duly taken up week by week 
by the banks and security dealers, only a small proportion of these bills remains 
within the commercial banking system. By far the greater part is automatically 
sold to the Reserve banks with the customary repurchase option, usually on 
the day on which they are taken up. At the end of last June Treasury bills 
outstanding amounted to $17,039 millions. Of these, only $1,220 millions 
were held by the commercial banks. The Federal Reserve banks held $14,465 
millions, of which $5,383 millions were under repurchase option. 

The temptation to the commercial banks to regard the 12 months certificates 
carrying interest at { per cent. as their shortest paper was strengthened during 
the war by the privileged rate of 4 per cent., at which the Federal Reserve 
banks held themselves ready to make loans against Government securities 
having 12 months or less torun. Thanks to these facilities, the member banks 
could always adjust their reserve positions by borrowing against certificates 
and could make an attractive ‘turn’ into the bargain. That privileged 
rate disappeared last April and marked the beginning of a hardening of money 
rates which has persisted throughout the year. Early in May, 1946, the open 
market rate on bankers’ acceptances in New York was increased from ¥% to 
$ per cent. This was followed by an increase in the Federal Reserve bank 
buying rates for acceptances, which in turn further hardened the whole range 
of open market rates. 

The question which now suggests itself is whether the Federal Reserve 
authorities will use their regained powers of control over the credit situation 
in order to raise the level of interest rates. If all other economic controls are 
to disappear in the United States, it may be found extremely difficult and 
dangerous to maintain artificially low rates of interest. Already the pressure 
of new capital issues has caused a slight attack of indigestion in the American 
capital market, and the Federal Reserve authorities, in order to cope with this 
situation, have relaxed their margin requirements on loans secured by newly- 
issued stock and bonds. The views that are beginning to crystallize about the 
rate at which bond issues by the International Bank should be made reflect 
the same underlying trend towards higher rates. 

So far as can be judged, however, the intention of the banking authorities 
in the United States is still to keep interest rates low, even if this demands 
further monetization of the public debt and additional powers over the 
commercial banks. The latest annual report of the Board of Governors of the 
Kiederal Reserve system made some implied criticism of the facilities given to 
banks to convert their short-term securities into cash and, on the basis of the 
additional cash reserves, to increase their holdings of medium and long term 
bonds carrying relatively high rates of interest. These strictures have gone 
largely unheeded, as may be seen from Table II, which shows the maturity 
distribution of commercial bank holdings of U.S. Government securities. 

The banks are thus shown to be persisting in their policy of “ going longer ” 
in their investments—confident, no doubt, that the cheap money policy of the 
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authorities has come to stay and that consequently they run no real danger of 
capital depreciation. Faced with this situation the Federal Reserve authorities 
are bound to press the demands for additional powers of control over investment 
policies of the member banks which they raised in their last annual report. 
These additional powers would be of three types. In the first place, it was 
suggested that the present ceiling restrictions on the powers of the Board of 
Governors to raise reserve requirements should be lifted. These requirements 
are now very near their permitted maximum and the scope for further con- 


TABLE II 
HOLDINGS OF MARKETABLE PUBLIC SECURITIES 
Amount Held in Million Dollars Percentage of Total Holdings 
July 31, Feb. 28, July 31, July 31, Feb. 28, July 31, 
Due or Callable 1946 1946 1944 1946 1946 1944 
Within 1 year .. 22,040 31,912 26,282 29.2 37-5 39.4 
1 to 5 years oo S650 25,405 16,607 33.0 29.8 24.9 
5 to 10 years ~s 22,092 21,508 19,630 29.3 25.2 29.4 
ro to 15 years ee 3,188 3,686 2,471 4.2 4-3 3-7 
15 to 20 years oe 210 II5 775 3 ok 1.2 
20 years and over .. 2,590 2,553 994 3.4 3.0 1.5 
Total Holdings of 
Public Marketable 
Securities .. e+ 75405 85,192 66,769 100 100 100 


traction of the credit basis in the United States is thus too restricted to be a 
real factor in the situation. Admittedly, reserve balances are now near enough 
to their statutory minimum to put the commercial banks effectively under 
the control of the Federal Reserve authorities. There are, however, certain 


’ factors in the situation, including a recent tendency towards a reflux of gold 


towards the United States, which might again increase the margin of excess 
reserves demand for increasing the powers to raise reserve require- 
ments. 

The second request for additional powers was that the Board of Governors 
should be allowed to limit the proportion of a member bank’s deposits invested 
in medium and long term securities. This was intended to encourage the 
banks’ demands for the neglected short-term securities. The third request 
was to empower the Board of Governors to require all commercial banks to hold 
a specified percentage of Treasury bills and certificates as secondary reserves 
against deposits. All these suggestions are predicated upon the desire to 
maintain cheap money rates and, in particular, cheap short-term rates. It is 
more than probable that the new Congress in the United States will turn a 
deaf ear to these requests for additional powers. If this turns out to be the 
case, it will be difficult to escape the conclusion that short-term rates in the 
United States will have to rise further, and the capital values of medium and 
long-term bonds will have to fall somewhat in order to induce the commercial 
banks, in their own interests, to pursue the investment policy which the 
authorities would like to prescribe for them and enforce through legislation. 
The banks may be on the leash, but, given the present powers at the disposal 
of the authorities, that leash can only take them in one direction—that of 
somewhat dearer money. 
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The Australian Pound 


By a Special Correspondent 


NE of the most controversial issues in Australian finance at present is 
the appropriateness or otherwise of the exchange rate of fA 125 = 
£ Stg. 1 100. This is, of course, a question of the most vital interest to the 

trading banks, even though they have long since ceased to be able to fix their 
own exchange rates in response to the market situation of the moment. More- 
over, whereas in 1931, when the present rate was determined, the problem 
could be examined in terms of pure finance, it now has important political 
aspects. 

In early December it was widely rumoured in London that Australia was 
contemplating an upward revision of its exchange rate. This caused some 
nervousness among prospective importers from Australia, but doubts were 
presently set at rest by a statement by Mr. Ben Chifley, Australian Prime 
Minister and Treasurer, in the House of Representatives, that the Australian 
Government had no intention of making any change. 

The rumour had sprung, however, from the plausible case that can be 
made to show that the Australian pound is at present undervalued. Travellers 
between the Commonwealth and the United Kingdom have been among the 
first to — mn the rightness of the present rate. They find that one pound 
sterling will hardly buy as much in ordinary goods and services as one pound 
Australian currency, and it certainly does not buy 25 per cent. more. Whereas 
since 1938 wholesale prices in England have risen by over 70 per cent., the 
corresponding rise in Australia has been only a little over 40 per cent. Moreover, 
during this period Australia has built up her balances in London to levels 
which, although they do not rival the mammoth sterling holdings of India and 
Egypt, are yet very much higher than those which were considered safe for 
working purposes before the war. 

The steady improvement in Australia’s international exchange position 
during the war is revealed in the following table : 


TABLE I 
AUSTRALIA'S INTERNATIONAL POSITION 

Balance of Payments Total International 

for year ended Funds of Australia 

June 30 as at last Monday 
in June 
£A.m. £A.m. 
1939 .. wa a au — 24 55-7 
Ig40 .. ee es se + II 71.7 
1941 .. oe oe ee + 10 89.5 
1942 .. oe os oe — 12 69.1 
1943 -. os ae ue + 13 86.8 
1944... as ee oe + 92 182.5 
1945 -. a a és + 28 208.3 
1946... es oe oe + 16 215.4 


(Note.—The discrepancies between the movements as shown in the two columns are due to 
different methods of treating certain items, and to end-year adjustments). 


Thus the Commonwealth’s external funds are nearly four times as big as at 
the outbreak of war. Moreover, during the war, about {A 75 millions of 
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oversea debt was paid off, and conversion operations, which are still continuing 
have resulted in a marked reduction in Australia’s oversea interest bill. The 
recent conversion of the £ Stg. 16 millions Commonwealth Loan into an issue 
bearing interest at 2? per cent. with a currency of 21-25 years represents the 
lowest rate of interest ever achieved for a Commonwealth Loan in London 
with such a long currency. At present, further additions are being made to 
these oversea balances at a fairly rapid rate. Australia’s oversea trade for 
the September quarter showed a favourable balance of £A 30.8 millions, and 
the record prices being paid for wool should ensure a continuance of this 
trend in the immediate future. 

Very little gold was actually shipped from Australia during the war; but 
most of the new gold was sold to, and held on ac count of . foreign countries. 
Thus gold production during the war years is included in the additions to 
Australia’s overseas funds as shown in Table I. Newly-mined gold is still 
being accumulated in the vaults of the central bank, and therefore the current 
favourable balance of visible trade is being achieved without the help of 
Australian gold production. 

Capital movements during the next few years also seem likely to be an 
important source of support. The success already attained by new manu- 
facturing industries, and the large resources of the continent which remain 
almost unexploited, are already attracting a steady flow of capital from 
Britain and America. The new agreement for the avoidance of double 
taxation between the Dominion and the Mother Country should stimulate 
this flow. In the year to June 30 last, imports of private capital into Australia 
are estimated to have been about {A 21 millions; and Mr. Dedman, the 
Australian Minister for Post-War Reconstruction, has revealed that since 
VJ Day no less than 25 British firms and 17 from the U.S.A. have decided to 
invest capital in Australia. 

It is to such facts as these that the advocates of revaluation mainly point. 
But the arguments that weighed with Mr. Chifley and his colleagues against 
any change in the present rate are at least equally convincing. In the first 
place, prices and markets throughout the world are still distorted, and pre- 
vented from finding a natural equilibrium by controls and subsidies, by the 
costs and bottlenecks of industrial reconversion, and the huge pressures of long 
pent-up demand. In Australia, price-control, accompanied by wage-fixing, 
has been comparatively rigid. A bill to extend the price-control powers beyond , 
the end of 1946 has been presented to the House of Representatives, and there 
is not, therefore, any prospect of economic price-levels being restored in the 
immediate future. Still more significant is the very strong pressure at present 
being exerted by the trade unions to bring about a general upward revision 
of wages. This seems certain to succeed, and some relaxation of control has 
already been conceded. Although in his most recent budget Mr. Chifley was 
able to announce reductions of sales tax, it would be surprising if in a year’s. 
time the divergence between the Australian and British price-levels were as 
great as it is at present. 

Secondly, in present circumstances, changes in exchange rates do not 
provide an appropriate instrument for influencing the volume of imports. 
Australian imports are still very much below their normal levels, but as a 
“scheduled territory”, Australia is being faithful to its obligations and 
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restricting imports from outside the sterling area. But imports both from 
within and without that area are being restricted, more particularly, by sheer 
shortages of supplies. Although the Australians learnt to make many things 
for themselves during the war which they had previously imported, the strong 
post-war demand for imports is very far from being satisfied, and a bigger 
flow of imports would tend to ease the inflationary pressure. But, when 
physical shortage is the overriding factor, the offer of increased prices on world 
markets (for that is broadly the effect of an exchange appreciation) would not 
significantly enlarge the flow of imports. 

Thirdly, part of Australia’s external funds is already earmarked. Lend-lease 
liabilities have been finally settled, but certain other overseas debts on war 
account are still outstanding. Even more important are the arrears of capital 
equipment and maintenance goods, which were not imported during the war. 
These are certainly substantial, and the next stage of industrial expansion, not 
to mention the Government’s ambitious public works schemes, will certainly 
call for imports greatly in excess of pre-war levels. If these requirements, 
and the greatly enhanced price-level at which they will have to be satisfied, 
are taken into account, the Australian sterling balances do not look inordinately 


large. Moreover, both the present rate of accumulation of trading surpluses | 


and the apparent surplus of overseas funds may not be maintained even over 
the next few years. 

In 1931 the Australian pound was depreciated primarily in order to assist 
the exporting primary producers who were having a lean time. In 1946 
Australian exporters have prospered. At present, world shortages ensure so 
intense a demand that many export products might quite easily have found 
a market at higher prices, so that an appreciation of the Australian pound 
might not have any major repercussion upon sales—in the short run. Yet 
such a step would be generally interpreted as dealing a blow to the exporter, and 
would be strongly resisted. Politically, the country voter tends to hold the 
balance of power in Australia, and the antagonism which such a move would 
arouse among the rural electorates would make it very difficult for any 
Australian Government to write up the currency. Nor can it be denied that 
protests from exporting interests would be justified. There is no guarantee 
that world surpluses of many primary products will not reappear in two or 
three years’ time, and it would be foolish to base policy upon conditions in a 
seller’s market. 

Nevertheless, the knowledge that at present the Australian pound looks 
undervalued played a powerful part in the domestic discussions regarding the 
advisability for Australia of joining the International Monetary Fund and 
the International Bank—because of the fear, in some quarters, that adherence 
to the Fund might expose Australia to international pressure in favour of 
exchange revaluation. Even so, in view of her active participation in the 
United Nations and in the work of the preparatory committee of the Inter- 
national Conference on Trade and Employment, Australia’s reluctance to join 
the Fund and Bank is surprising. The central bank, the Prime Minister, and 
the Minister for External Affairs are known to favour joining, but among the 
rank and file of the Labour Party there appears to be a mistrust of “ inter- 
national finance " (inherited from the depression) and a strong feeling against 
giving any international agency a voice in the formulation of the country’s 
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monetary policy. Last month, after ratification of the Bretton Woods Agree- 
ments had been approved both by the Cabinet and by the Federal Executive 
of the Labour Party, the Federal Parliamentary Labour Party decided to 
defer decision until the next Federal Conference of the Labour Party, due to 
take place early this year. In recommending membership of the Fund, Mr. 
Chifley is reported to have reasoned that the present exchange rate would 
stand if Australia became a foundation member of the Fund, but that the 
Governors of the Fund might not accept the present rate if Australia had to 
apply for permission to join later. It will be noted that he would hardly 
have used this argument if his audience had not been firmly convinced of the 
desirability of maintaining the present rate. 

The conclusion may be drawn that it is most unlikely that Australian 
banking trends will be affected by any variation of the exchange rate at least 
during the course of 1947. To assess the longer term prospect, it is important 
to watch the course of the national income and the programme of Government 
expenditure. Estimates of the former are given in Table II. 




















TABLE II 
AUSTRALIAN NATIONAL INCOME AND EXPENDITURE 
1938-9 1944-5 1945-6 
£A.m. £A.m. £A.m. 
Income 

Wages and salaries 432 584 610 

Pay and allowances hen Ci ash and kind) of members of the 
Forces vr 4 189 156 

Public authority income ‘from business undertakings 
and property... 37 54 ry 

Net rents of dwellings "(including owner-occupied 
dwellings). a ; 59 66 67 
Other profits, ‘rents, interest and earnings isd ; 271 338 370 
Net national income produced .. nea ; 803 1,231 1,247 
Allowances for depreciation and maintenance He ? 45 55 55 
Indirect taxes Jess subsidies ne a mia a go 126 132 
Gross national product at market price , 938 1,412 1,434 

Expenditure 

Personal expenditure on consumers’ goods and services 666 759 860 

Public authority expenditure on aaa and services :— 
Social and administrative s : oe a 44 54 64 
Civil works ne Fe oe a i oa 50 31 33 
War - , sig wv ee 13 385 230 
Gross private investment . oa P + 145 7o 165 
Net export of goods and services. ‘a ira : 14 113 77 
Gross national expenditure ; p 938 1,412 1,434 





These estimates show that net national income has fallen slightly since the 
peak of {A 1,279 millions was touched in 1943-4, although the figure for the 
first year of peace is rather higher than that for the last year of war. The 
decline from the peak is probably due to the cessation of highly-paid overtime 
work. The gross national product is now 53 per cent. higher than in 1938-9 
at current market prices; eliminating price changes, it is about 23 per cent. 
higher. This result has been achieved partly by the buoyancy of export trade 
and partly by the prevailing high level of employment. 
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Of special relevance to bankers are the estimates of expenditure by public 
authority and gross private investment. Before the war personal expenditure 
on consumption comprised over 70 per cent. of the total, private investment 
I5 per cent. and public authorities’ spending only 12 per cent. At the peak 
of the war effort, in 1943-4, private consumption fell to 50 per cent. and private 
investment to 5 per cent. In 1945-6 private consumption rose to 60 per cent. 
and private investment to 12 per cent., so that the private sector of the economy 
is now recovering. However, it seems doubtful whether, without a change in 
Government policy, it will be able to regain its pre-war level. Mr. Chifley’s 
budgetary estimates revealed that expenditure for civil purposes in 1946-7 
is expected to exceed last year’s total by £A 59 millions. 

: 

An extended analysis of movements of Australian banking figures up to 
the end of June appeared in the October issue of THE BANKER. It was sug- 
gested then that trading bank deposits might have reached their peak—a 
suggestion since supported by the returns for the September quarter, which 
showed deposits at {A 622 millions, compared with {A 627.1 millions for the 
June quarter. They are, however, still £A 42.3 millions above their level for 
the corresponding quarter of 1945. On this evidence, it seems that, in spite of 
the high income from exports, the inflationary threat has been held in check. 
There has also been a slowing-down of the expansion of savings bank deposits. 
These rose by only £A 2.2 millions between June and September, and there 
was an actual decrease between August and September. Last year the increase 
during this quarter was {A 26 millions. 

The most welcome feature of the September returns is the continued 
upward trend in advances. After improving from £A 209.5 millions to £A 224.3 
millions in the June quarter, they made a further advance to {A 243.6 millions 
in the September quarter. Between the March and September quarters the 
advances to deposits tatio rose from 32.9 per cent. to 39.2 per cent. This still 
looks a little pathetic against the pre-war ratio (for the June quarter of 1939) 
of 90.5 per cent., but it does indicate that reconversion and genuine industrial 
expansion are under way. 

Naturally, these industrial demands have mopped up part of the banks’ 
liquid resources. Their holdings of Treasury bills have continued to fall, 
and there is no evidence to show that they are being allowed to withdraw 
substantial amounts from the “ Special Accounts ’’. As the banks now hold 
only {A 27 millions of Treasury bills, it will be interesting to see what policy 
will be followed in regard to “‘ Special Accounts ’’ as the Treasury bill port- 
folios fall further. 

The monetary position over the next year will almost certainly be largely 
affected by wages policy. The “ pegging ’’ of wages is to be abandoned shortly, 
and higher wages are likely to lead to higher prices. Thus the internal monetary 
situation, combined with a thriving export trade, might produce another wave 
of expansion of bank deposits. Evidently, there are factors at work which 
might tend to extinguish part at least of such external undervaluation of the 
currency as exists at present. 
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Credit Expansion in New Zealand 


By a Special Correspondent 


HE past year has been one of general monetary expansion in New 
"TT Zeatzna. By the end of October the total demand and time liabilities 

of the trading banks had risen to £N.Z.156.2 millions, compared with 
{N.Z.136.2 millions a year previously. This rise of £N.Z.zo millions over the 
12 months is almost double the average annual increase during the war years, 
and indicates that New Zealand is not being so successful as its sister Dominion, 
Australia, in mopping up inflationary pressure. The main cause of the 
continued expansion is undoubtedly the high level of farm income.. Gross 
farm income during the 1944-45 production year was the highest on record, 
showing an increase of 42 per cent. over the 1938-39 level, even though the 
physical volume of production rose by only 11 per cent. The overall income 
during 1945-46 was probably equally good. 

The United Kingdom has agreed to buy New Zealand’s exportable surplus 
of dairy produce and meat until 1950. The prices fixed for the 1946-47 season 
are substantially above those for the previous two years. Given fairly favour- 
able climatic conditions, therefore, New Zealand’s export income seems to 
be assured until 1950. This alone would be enough to guarantee a continued 
high volume of money, but the effects of a lavish public finance policy are 
also being thrown into the scale and are aggravating the problem of too much 
money chasing too few goods. 

In his budget in October the Minister of Finance, Mr. Nash, revealed that 
the transfer from the Consolidated Fund to the Social Security Fund is to be 
increased from {N.Z.7 millions in 1945-46 to £N.Z.18 millions in 1946-47. 
This has been rendered necessary to implement a more ambitious social] 
security scheme than that attempted in any other British country. From 
April 1, 1946, a “‘ family benefit ’’ of ten shillings a week became payable for 
each child under 16 years of age. Total social security expenditure for the year. 
ended March 31, 1947, has been budgeted at £N.Z.35.8 millions—more than 
one-third of estimated revenue from all sources. 

The increase in the Reserve Bank’s note issue—from {N.Z.42.8 millions 
in November, 1945, to £{N.Z.46.2 millions a year later—provides further 
evidence of the mounting level of spending power. The volume of bank notes 
is now nearly three times the average volume in 1939. Under their agreement 
not to buy Government securities except at the request of the Government, 
the banks have not been able to utilize positively the accretions to their 
deposits, and have merely increased their balances with the Reserve Bank. 
The most recent returns do, however, show that the recovery of bank advances, 
which at first was disappointingly slow, is now beginning to get under way. 
After improving only from {£N.Z.50.9 millions to {N.Z.56.7 millions between 
July, 1945, and July, 1946, they then put on quite a spurt, and the figure at 
the end of October, 1946, was £N.Z.63.2 millions. In a country such as New 
Zealand, which is so largely dependent upon imports for all manufactured goods, 
it is inevitable that there should be a greater time lag between the cessation of 
hostilities and the expansion of bank advances for rehabilitation work than in a 
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country such as the United Kingdom, which can initiate reconstruction much 
more largely from its own resources. 

The trends in banking figures reveal the nature of New Zealand’s central 
economic problem. A former Governor of the Reserve Bank recently issued 
a warning against merely monetary conceptions of wealth, and for New Zealand 
the task of relating costs, prices and wages at economic levels and of dismantling 
the vast paraphernalia of controls and subsidies, which may do no more than 
postpone inflationary dangers without dispersing them, is peculiarly difficult. 
The revival of import trade should help considerably, but it surely seems that 
the Government may have to prune some of its own “ unproductive ”’ spending. 
During his budget speech the Minister of Finance pointed out that the official 
retail price index of essential goods was, in March, 1946, less than 1 per cent. 
above the 1942 level. But it is known that the war-time price index has been 
held down by permitting traders to increase their charges for articles not 
included in the index “ regimen ’”’ in order to offset their increased costs on 
“regimen ’”’ articles. On the expenditure side of the 1946-47 estimates, 
£N.Z.13.8 millions have been earmarked for “ stabilization”’, of which 
£N.Z.4 millions is for essential foodstuffs and clothing. As in Britain, income 
tax is having to be kept at a high level to draw off some of the surplus purchasing 
power. 

Before the war the level of New Zealand’s London funds was sometimes 
taken as a rough and ready indicator of the level of prosperity in the Dominion. 
Whereas on the outbreak of war these were almost exhausted, on November 18, 
1946, the sterling exchange reserve of the Reserve Bank stood at £N.Z.87.3 
millions. But the general opinion in the Dominion is that, even so, the reserve 
is none too large. There are needs for costly replacements in transport, 
factories and merchants’ stocks. Moreover, although the market for New 
Zealand’s chief exports has been assured until 1950, it is not overlooked that 
the present world shortages of meat and dairy produce will not last indefinitely. 
Towards the end of the war there was a marked deterioration in the Dominion’s 
terms of trade. This has now been partially corrected, and the correction 
may be completed by 1950 if the manufacturing countries employ the 
economies of mass-production and the like. But, unless the New Zealand 
Government and Central Bank are able to devise some means of mopping up 
private spending power, the country may be saddled with a system of import 
controls for many years to come. 

The cold reception given in New Zealand to the proposals for the Inter- 
national Bank and the International Monetary Fund is surprising. Antagonism 
is not confined to the Labour Party, but is shared also by the Leader of the 
National Party, which forms the Opposition. It appears to be based, not so 
much on any specific quarrel with the objects or machinery of the Fund and the 
Bank, but rather on some vague fear that membership would rob the nation 
of some degree of its sovereignty in monetary matters. But such fears can 
only spring from failure to realize the essence of any plan for international 
collaboration, and New Zealand has shown no such obtuseness in other spheres. 
It would certainly be regrettable if lack of understanding of the ideals, purposes 
and safeguards of the Fund and Bank were to rob these institutions of the 
membership of a nation which has pulled more than its weight in international 
counsels on broader issues. 
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tral | South Africa Confronts Inflation 

and | LTHOUGH the rise in bank deposits in the Union of South Africa has 
— A continued during the past year, for the first time there are signs that the 


~~ vast monetary expansion which began when the inflow of equipment and 


“eae consumer goods was interrupted by the outbreak of war, is coming to an end. 
tha 


; The most striking indication of this change of trend is provided by the decline 

ing. | of {SA 4 millions in the note circulation of the Reserve Bank in the twelve 

cial — months to the end of October, the first reduction in the volume of currency in 
ent. circulation for many years. The movement itself seems small enough when set 

een § against the large increases of the preceding years—between 1941 and 1945 

not the note issue rose from {SA 28 millions to {SA 65 millions—but it nevertheless 

— provides an encouraging pointer towards the end of the unhealthy situation 
tes, in which each year has brought a substantial net creation of credit because the 
ich funds released through Reserve Bank purchases of gold production could not 

a be spent overseas. 

The physical controls maintained by the Union authorities to prevent this 
mounting volume of cash from being translated into a price-wages spiral have 
been severely strained during the war years. But for the heavy expansion 
in imports from overseas which has occurred since the close of the war, the 
inflationary processes in the Union might have got out of hand. 

Great efforts have been made by British exporters to step up the flow of 
goods to South Africa. Trade figures published by the Board of Trade for the 
first nine months of this year reveal exports to the Union of £54.8 millions 
compared with {26.8 millions in the corresponding period of last year. British 
imports from the Union over the same period, excluding bullion, amounted to 
{10.5 millions, compared with {10.7 millions in 1945. The Union’s share in 
British exports was second only to that of India. On a per capita basis, South 
Africa was, of course, a much heavier purchaser of British goods than India. 

The sharp increase in the adverse balance on commercial account has caused 
the Reserve Bank to draw upon liquid assets in London, and its bill portfolio, 

| which largely comprises British Treasury bills, fell by {SA 10 millions during 
the twelve months to the end of October, as shown in the following table : 
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RESERVE BANK OF SOUTH AFRICA 
End-October, End-October, 


™m 
he 1945 1946 
Assets: {SA mn. {SA mn. 
SO Gold coin and bullion i 2 ar" 116.2 240.5 
he Bills discounted cd it “e on 31.4 at.2 
n Investments and other assets aa ihe 108.1 5.9 
in Liabilities : 
al Notes in circulation oe ae - 65.4 61.1 
Deposits: Government oe _ 7.9 28.8 
s. Bankers .. a me - 173.4 166.2 
aS Other - = , 6.7 10.2 
e Reserve ratio y - “a oc 45.9% 90.2% 
ul The big increase shown in the Bank’s gold reserve is not due to further 


additions to the physical stock of gold but to the revaluation of holdings on 
the basis of the new South African statutery gold price of 172s. per fine ounce. 
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The revaluation took place at the beginning of July last and had the effect of 
increasing the gold bullion figure in the bank’s statement by £SA 130 millions. 
The item “ other assets ’’ which formerly included the balance of gold premium 
account, was at the same time reduced by {SA 111 millions. 

At the same time, a new agreement was reached with the British authorities 
providing for the sale by the Union of not less than £80 millions of gold to the 
Bank of England for each of the two years 1946-1947. <A clause in the agree- 
ment provided that the Bank of England would meet the Union’s $ requirements 
of foreign currencies from the sterling area dollar pool, and it was clearly 
understood that the Union would be left free to determine its requirements 
of such currencies. 

Despite the increase in imports, and the resultant slackening of the growth 
of bank cash, commercial bank deposits continued to expand, though less 
rapidly than in earlier years. As the following table shows, total deposits of 
the commercial banks rose on balance by {SA 44.2 millions in the year to the 
end of September. Most of this expansion finds its counterpart on the assets 
side in the sharp jump in bank advances, which have been almost doubled 
during the year, at {SA 80.4 millions. 


SOUTH AFRICAN COMMERCIAL BANKS 


End-September, End-September, 
1945 1946 
Assets in the Union £SA mn. SA mn 
Notes of Reserve Bank . oF a 4.9 5.7 
Balance in Reserve Bank we oe 167.1 171.2 
Total cash .. ‘ a T wa 173.6 178.6 
Other liquid assets i Y- a 82.8 94.1 
Loans and advances ic or 46.2 80.4 
Liabilities in the Union 
Demand deposits .. sie ea aa 266.0 a24.7 
Time deposits mee ~ sy sa 35.0 29.5 
Total deposits aa , a ee 301.0 345.2 


To the extent that the growth in bank advances reflects an increased demand 
for assistance to foster healthy industrial development, it provides encouraging 
evidence that the reconversion programme is now getting well into its stride. 
Unfortunately, however, it is probably at least partially due to the speculation 
fever which has been sweeping South Africa during the past year and which in 
August last drew a stern warning from the Governor of the Reserve Bank. 
Dr. de Kock was referring particularly to the excessive activity in the public 
promotion of new companies and amalgamations. 

No doubt outlets for the vast accumulations of idle funds which are now 
seeking employment in every conceivable way will be found in sound enter- 
prise as labour and raw materials, and more particularly capital equipment, 
come into greater supply, but even the absorption into such projects, though 
it may restrain speculation of the wilder varieties, will not relieve inflationary 
pressures until those same projects, and imports, ensure a larger flow of con- 
sumption goods. Meanwhile, however, the situation needs careful watching. 
The temptations to over-expand in the consumer goods industries are great, 
but unless a due balance can be achieved, some of the recent tendencies may 
have harmful effects of a permanent kind and in the long run might seriously 
impede the completion of the task of reconverting South African industry to 
a rational peace-time basis. 
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Canada’s Economic Transition 
By H. Dargan Roberts 


Y contrast with the turmoil and anxieties in the international sphere 
Bice VJ Day, Canada’s first transition year has been one of sober progress. 

Though she has not been prominent in the international disputes of the 
new era, her achievements at home have been substantial. She has had her 
share of industrial strife, and has found the adjustment from war to peace by 
no means painless ; but she appears to have escaped the bitterness and the 
misgivings so much in evidence elsewhere. 

Canada’s fortunate experience may be attributed in part to the character 
of her people, but it certainly also reflects the special characteristic of her 
international relationships. She is, in one sense, a link between Britain and 
the United States. In the United States, she finds an ally whose principal 
problems of defence coincide with her own. Britain is her best customer ; 
the United States, her chief supplier. Her ties with the two are thus of the 
closest nature, and it must be one of her major interests to maintain the 
harmony of this triple relationship. 

Against a background of political tranquillity, Canada has evolved an 
intelligent and effective economic planning, which enjoys the support and 
co-operation of the bulk of the nation. Her basic problem is to provide full 
employment with a satisfactory standard of living, and she sees the solution in 
the maintenance of a high level of exports. As is well known, she is pursuing 
this objective in a realistic way. She is a whole-hearted supporter of the 
Bretton Woods scheme, and of the principles of multilateral trade. To foster 
exports, she is not only prepared to encourage imports, but has embarked 
on an ambitious scheme of international credits. Most important of these, 
of course, was the loan agreement with Britain in the spring, but that has been 
followed by smaller loans to various European countries, who would not 
otherwise be able to draw on Canadian supplies for purposes of reconstruction. 

Having thus put purchasing power, by one means or another, into the 
hands of prospective customers, the Government turned its attention to 
measures to stabilize export demand for primary products. Under the Wheat 
Agreement with Britain, Britain will buy from Canada, out of each of the 
next two harvests, one hundred and sixty million bushels at a price of $1.55 
per bushel. From each of the two following harvests she will buy one hundred 
and forty million bushels, the minimum price for 1948-9 being $1.25 and for 
1949-50, $1. As the harvest for 1945-6 has been estimated at about four 
hundred and eighteen million bushels—a figure above the average—and, as 
domestic consumption has still to be allowed for, it will be seen that an 
important element of stability has been introduced into farm economics for 
the next four years. The price to domestic consumers continues at $1.25 
per bushel. In respect of the balance of the crop, the Minister of Trade 
and Commerce made an announcement last July: the maximum price of 
$1.55 per bushel, applicable to sales to countries other than the United 
Kingdom, had been removed, and a serious effort was to be made to sell to 
them at prices roughly corresponding to those of the other principal supplier, 
the United States. 
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Many secondary industries have been the victims of strikes in the course 
of the last twelve months. The most serious occurred in the steel industry, 
which involved nearly twelve thousand workers from the middle of July until 
the beginning of October. The time lost through strikes in the first seven 
months of 1946 was greater than in any complete year since 1919. The 
inevitable effect, of course, has been a general decline in output ; and, while 
the nation is in the course of settling down to a post-war equilibrium, certain 
instabilities of cost and price relationships have been apparent. Nevertheless, 
there has been satisfactory news from the Department of Reconstruction, 
which, in a survey of the efforts of over six hundred firms, stated that three- 
quarters of these expected to complete their reconversion by August, 1946. 
About one-half had modernization or expansion programmes in hand, of 
which the majority would be completed by the end of 1946. The employment 
record has been satisfactory ; for in the twelve months to June 1 last, although 
1,340,000 workers had been discharged from the armed forces, or from war- 
time industries, the number of unemployed never exceeded 270,000 out of a 
working force of nearly 4,800,000. 

Foreign trade figures show that, whereas exports of merchandise for the 
first eight months of 1945 were $2,332 millions, and imports $1,065 millions, 
those for the corresponding period of 1946 were respectively $1,511 millions 
and $1,204 millions. It is unwise to draw conclusions from these comparisons 
since the earlier figures were inflated by war material, but a feature of the year 
1946 has been the marked expansion of exports to Europe, thanks to Canadian 
overseas lending. 

The Minister of Finance has recently stated that there is a good chance of 
balancing the Budget in the current fiscal year. This is better than he antici- 
pated in his speech at end-June, when he forecast a deficit of some $300 
millions, against a deficit of $1,736 millions for the previous year. He did not 
find it possible to make any substantial tax concessions ; for, although revenue 
was buoyant, the danger of inflation through premature release of purchasing 
power remained. Moreover, overseas loans to a total of about one billion 
dollars had to be provided outside the budget ; and as the money would be 
disbursed among Canadian producers, it would have an additional inflationary 
influence. This may be offset to a certain extent by the introduction of Canada 
Savings Bonds, which resemble the U.K. Defence Bonds, and are intended to 
provide a peace-time attraction for small investors. They are a ten-year 
security issued at par, with 2? per cent. interest. They may be cashed at 
any time with accrued interest, but they are not transferable, and holdings 
are limited to $2,000. They are intended to supplement ordinary market 
issues. 

Various estimates have been made which suggest that the size of the 
normal post-war budget will lie between $1,500 millions and $2,000 millions. 
This compares with $512 millions in 1938-9 and $5,600 millions in 1944-5. 
The new total will have to include over $400 millions for debt service, $250 
millions for defence, and between one and two hundred million dollars for 
pensions to veterans. Social security measures and grants to the Provinces 
may well require close upon one billion dollars. It should be emphasized that 
these figures are provisional. Large-scale unemployment, or a change in 
social security schemes, might seriously upset them, and the problem of the 
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financial relations between the Dominion and the Provinces has yet to be 
solved. The war-time agreements under which the latter surrendered to 
Ottawa their principal powers of taxation, in return for cash subsidies by the 
Dominion, generally expire on March 31 next. In his budget speech, Mr. 
I!sley made certain proposals for the renewal of the arrangement, but so far 
the response by the Provinces has not been entirely encouraging. It is an 
important problem, which at present constitutes a major uncertainty. 

On the lowest estimate, however, the size of the post-war budget is for- 
midable, when one considers that the gross national product—the national 
income—is estimated to be only about eleven billion dollars, though this 
contrasts with five billion dollars in 1938. It appears, perhaps, less burden- 
some if one allows for the large sums which will be merely transfers between 
i citizens, or levies by the Dominion instead of the Provincial authorities. 

In Canada, however, as in the United Kingdom, the burden of debt has 
been kept down by a cheap money policy. The figures in Table I, from the 
Bank of Canada Statistical Summary for August-September, 1946, give some 

idea of relative interest rates in Canada, the United Kingdom and the United 
States. It will be noticed that all three countries experienced a sharp fall 


TABLE I 


LonG-TERM YIELD % TREASURY BILis (THREE MONTHS) 
Canada U.K. U.S. YIELD % 
3% 1959-62 3% 1959-69 2$% 1963-68 Canada U.K. U. 
98 
97 
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in the yield of long-term bonds last winter, but whereas this was followed by 
a further slight decline in Canada and in the United Kingdom, there has been 
a tendency for the rate to rise again in the United States. In the case of 
Treasury Bills, however, apart from the reduction of the rate in London from 
I per cent. to 3 per cent. in October, 1945, the only significant change is a 
slight tendency, towards the end of 1946, for the Canadian rate to rise. 

Table II shows the percentage rises, recorded by the official index numbers 
of the same three countries, in wholesale prices and the cost of living, during 
the twelve months ended in August last. 


TABLE II 
Prick CHANGES: AUGUST, 1946, COMPARED WITH AUGUST, 1945 
Canada United Kingdom United States 
Wholesale Prices (All Commodities). . - 4. 8 + 3.5 + 21.7 
Cost of Living ~ - 4.2 Nil + I1.7 


When one compares the sharp rises which have occurred in the United States, 
as a result of the abandonment of price controls, with the relatively small 
change in Canada, Mr. IIsley’s much-discussed policy of restoring the Canadian 
dollar to its old parity with the United States dollar seems to find an ample 
justification. But for that step, the rise in Canada would undoubtedly have 
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been much greater ; and continuance of the policy of subsidies, and of con- 
trolling rentals and prices of articles entering into the household budget, 
might have proved impossible. As it is, although wages have been moderately 
increased in some directions, the Government retains firm control of the 
situation. ‘ 

The banking figures have continued to expand, as Tables III and IV show. 
The figures for the Bank of Canada show that Chartered Bank cash, consisting 
of deposits with the central bank, and Bank of Canada notes in their own 
tills, has increased by $83 millions and the active circulation by $23 millions. 


TABLE III 
BANK OF CANADA 
(MILLIONS OF DOLLARS) 


PRINCIPAL LIABILITIES PRINCIPAL ASSETS 
Government 
Chartered and other Active Note Total Government 
Bank Cash Deposits Circulation Reserve Securities 
August, 1945 572 248 970 176 ‘ 1,626 
February, 1046 : 658 353 952 95 1,854 
August, 1946 ‘ 655 150 993 2 1,799 


The reserve of gold and foreign currencies has been virtually extinguished, 

against an equivalent increase in the holding of Government securities. 
The figures for the Chartered Banks show changes of much greater magni- 

tude. Deposits have increased in the twelve months by nearly $700 millions, 


TABLE IV 
CHARTERED BANKS 
(MILLIONS OF DOLLARS) 


Dzuposit LIABILITIES PRINCIPAL ASSETS 
Internal External 
Canadian Foreiga Cash Securities Loans Loans 
August, 1945 5,429 762 572 3,835 1,133 248 
February, 1946 .. 5,830 791 658 4,119 1,394 257 
August, 1946 - 5,892 782 655 4,330 1,348 225 


of which a large part has been invested by the banks in securities, though 
about $200 millions has gone into loans. The expansion of deposits is rather 
greater than that which occurred in the preceding twelve months, and the 
figures serve to underline the Government’s several warnings against the 
dangers of inflation. 

To the distant observer there appears much to admire in the efforts which 
Canada has made to adjust the national life to the requirements of peace, 
and much to envy in the success which has attended them. The immediate 
future is by no means without its problems. The financial relations of the 
Provinces with the Dominion have yet to be settled. The upward course of 
prices in the United States, and the turbulent industrial situation there, may 
have their repercussions across the border. The shortage of houses is causing 
considerable distress. Yet the prospect of budgetary equilibrium, the successful 
maintenance of price control, the Dominion’s willing co-operation in inter- 
national affairs, all suggest that Canada has attained a high degree of political 
maturity and enlightenment. 
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Joint Accounts in Law and Practice 
Ii—Advances, and Fiduciary Accounts 
By C. R. W. Cuckson 


N article in THE BANKER for December examined the problems of joint 
A zccounts which are kept in credit. This article will discuss, first, the 

incidents of an advance by way of loan or overdraft to two or more 
persons jointly, and, secondly, those of accounts in the joint names of executors, 
administrators and trustees. 


(2) OVERDRAFTS AND LOANS 


The first point to notice is that unless the joint borrowers have expressly 
agreed to undertake both joint and several liability, they will be only jointly 
liable to repay the advance, with the result that, unless they are partners, 
on the death of one, his estate will be discharged altogether from liability. 
This was decided in Other v. Iveson (1855), where an advance was made to 
two brothers on condition that a third brother joined with them in signing the 
cheque. This he did, but after his death had left the other two surviving, it 
was held that, as the liability for the debt created by the cheque was only 
joint, his estate was discharged from it. A banker should therefore, if possible, 
obtain an undertaking of joint and several liability whenever he makes an 
advance on a joint account. 

The second point to be borne in mind is that the amount of the advance 
agreed upon between the banker and his customers at the time when the 
joint account is opened, or when it becomes overdrawn, should not afterwards 
be increased without the consent of them all (but see below if they are partners 
in a trading firm). Joint, or joint and several, borrowers who are not partners 
are not usually agents to act for one another, and one of them cannot be 
assumed to have authority to agree on behalf of the others to an increase in 
the amount of the common liability. 

In the event of the mental unsoundness, bankruptcy or death of one of 
the joint, or joint and several, borrowers, the account should be “ broken ”’ 
if it is desired to claim against the estate of the mental patient, the bankrupt, 
or the deceased. If this is not done, subsequent credits to the account will go 
in reduction of the claim under the Rule in Clayton’s Case. 

If the joint account-holders are partners, their liability for an advance 
will, apart from any express undertaking, be only joint in England and Ireland, 
under Section 9 of the Partnership Act, but on the death of a partner his estate 
will also be severally liable, though subject to the prior payment of his separate 
debts. In order to enable the banker, in the event of the firm’s insolvency, to 
claim against the separate estates of the partners in competition with their 
separate creditors, it is prudent to ask the partners, at the time when the 
account is opened, for an undertaking of joint and several liability in respect 
of any money that may at any time become owing to the banker by the firm. 
This would not be necessary in Scotland, where under the Act the liability of 
partners for the firm’s debts is both joint and several. 
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If the partners instruct the banker to honour cheques or other instruments 
signed on the firm’s behalf by one, or less than all, of the partners, the instruc- 
tion should be expressed to hold good whether the account is in credit or 
becomes overdrawn. This will avoid the question that might otherwise arise, 
whether one, or less than all, of the partners has authority to bind the firm 
by overdrawing the account. As each partner is, under Section 5 of the Act, 
an agent of the firm for the purpose of carrying on its business in the usual 
way, and his acts done for that purpose bind the firm, the question whether 
he had implied authority to overdraw the account would depend on whether 
the borrowing of money was, or was not, in the ordinary course of the firm’s 
business. This would be so in the case of a trading firm, i.e., a firm whose 
business depends on the “ buying and selling of goods ”’ (dictum of Lush, J., 
in Wheatley v. Smithers, 1906), but probably not in the case of a non-trading 
firm. 

A partner having authority to borrow money on behalf of his firm may 
pledge the firm’s goods or personal chattels as security for the money borrowed, 
and may (probably, it is said) create an equitable mortgage of its freehold or 
leasehold property, but a legal mortgage under seal must be executed by all 
the partners in whom the le ogal estate is vested. 

A partner has usually no implied authority to bind his firm by giving a 
guarantee in the name of the firm. 

On the death of a partner, or on his retiring from the firm, or becoming 
bankrupt, or of unsound mind, the firm’s account, if overdrawn, should be 
‘broken ” if a claim against his separate estate is likely to be necessary. 

In all these cases (except that of the mental unsoundness of a partner) the 
partnership will be dissolved as regards all the partners, subject to any agree- 
ment among them (Section 33 of the Act), but the partnership agreement may, 
and in practice often does, provide that the death or bankruptcy of a partner 
is not to dissolve the firm as a whole, but that the remaining partners may 
continue the business as before, making use of all the assets of the firm, and 
ultimately paying out the share of the bankrupt or deceased partner, in the 
manner laid down in the agreement. 

Even if the agreement does not so provide, or if there is no agreement, the 
remaining partners are entitled to carry on the business for the purpose of 
winding it up. In so doing they may incur further liabilities and may charge 
the assets of the firm as security for them. 

In the case of Re Bourne (1906) it was held by the Court of Appeal that 
the “‘ lien’ of a deceased partner in respect of his interest in the partnership 
assets does not impede the surviving partners in exercising their right and 
duty of carrying on the business and of dealing with and, if they deem necessary, 
of mortgaging the assets as security for liabilities incurred by them. But it 
must be borne in mind that (since 1926) if there is only one surviving partner, 
he will not be in a position to create a legal mortgage of the firm’s freeholds or 
leaseholds, though the legal estate in them passes to him by survivorship, 
because as sole trustee for sale he cannot give a valid receipt for the money 
raised by the mortgage (Law of Property Act, 1925, Section 27 (2) ). 


(6) ACCOUNTS WITH PERSONAL REPRESENTATIVES 


‘Co-executors are regarded in law as an individual person ; the acts of 
one, done for purposes of administration, are deemed to be the acts of all”’ 
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(Williams on Executors, 12th Edition, p. 602). The same rule applies to 
administrators, but in both cases is subject to the qualification that all the 
representatives to whom the grant of probate or administration has been 
jssued must join in dealing with freehold or leasehold property comprised in 
the estate (Section 2 (2) of the Administration of Estates Act, 1925). 

If, however, one or more of the executors named in the testator’s will do 
not join with the other or others in applying for probate, the grant will be 
jssued to those who do apply, and power may be reserved in the grant for the 
others, unless they renounce, to apply later if they choose to do so. If they 
exercise the power, ‘‘ double’ probate will be issued to them, and they will 
be able to act as executors jointly with those who proved in the first place ; 
but in the meantime, pending the exercise of the power, they have no rights 
or duties as executors, and those to whom probate has already been granted 
are entitled to deal with and to administer the estate without any regard to 
those who have not actually proved (Section 8 of the Act). 

When probate or administration has been granted to two or more executors 
or administrators, on the death of one of them the assets remaining unadminis- 
tered vest in the survivor or survivors. On the death of a sole, or last sur- 
viving executor who has proved, the assets vest in his executors, if any, but 
their powers cease if there is living at the time another person named as an 
executor of the will of the original testator who did not join with the other or 
others in proving the will but who afterwards does so, thereby becoming sole 
executor. 

On the other hand, if a sole or sole surviving executor dies intestate, or 
leaves a will not appointing any executors, or if the executors named in his 
will renounce, or die without obtaining probate, the “ chain of representation ”’ 
is broken, and a fresh grant of administration ‘‘ de bonis non ”’, with the will 
annexed, in respect of the assets of the original testator not yet administered, 
is necessary. 

On the death of a sole, or sole surviving, administrator, his executors, if 
any, have no right to continue the administration, and a fresh grant “ de 
bonis non ”’ is always requisite if there are any assets of the original estate not 
fully administered. 

The power, referred to above, of executors or administrators to act, except 
as regards land, separately and individually, enables their banker to accept 
without hesitation an authority from them for one, or less than the whole 
number, to sign on the account. 

If an advance by way of loan or overdraft is made to personal representa- 
tives, they are personally liable to repay it, and their liability is not limited 
to the amount of the assets coming into their hands, as is sometimes contended 
(Farhall v. Farhall, 1871). The liability is, however, only joint, unless an 
undertaking of both joint and several liability is given by them. 

The banker has no direct claim against the estate for an advance made to 
the representatives, but if they were justified in borrowing the money, as, for 
example, to pay Estate Duty or the deceased’s debts, they have a right of 
indemnity out of the estate, and the banker will be entitled ‘‘ to stand in their 
shoes’ with regard to this right, thus indirectly obtaining a claim against 
the assets. 


























Similarly, if the representatives carry on the deceased’s business, which 
they should do only for the purpose of winding it up, or of disposing of it as a 
going concern (unless the will, if any, directs them to carry it on for a longer 
period), they are personally liable for the debts incurred in so doing, but they 
have a right of indemnity, in respect of which the creditors may stand in their 
place, out of the assets directed or permitted by the will to be employed in the | 


business, or, if the will, if any, is silent on the point, out of those formerly 
employed in it by the deceased himself. 

It should be added that the right of indemnity available to the represen- 
tatives, and through them to their creditors, will not prevail against the claims 
of the deceased’s creditors, unless the latter have expressly assented to the 
business being carried on for a longer period than is required to wind it up 
or to dispose of it. 

When executors or administrators have completed the administration of 
the estate they become trustees in respect of any assets remaining in their 
hands in trust for beneficiaries or next-of-kin ; but, as regards any freehold 
or leasehold property remaining vested in them, they will still be entitled to 
exercise their powers as representatives until they assent in writing to its 
vesting in the persons beneficially entitled, or in themselves as trustees. 

The legal position of representatives who become trustees differs in some 
respects fiom their position as representatives, and must next be considered. 


(c) TRUSTEES 

Che following observations are intended to apply only to trustees of wills 
and private settlements, not to trustees of charities or other public trusts. 

“Where there are more trustees than one, all must join in the execution 
of the trust... . It is not unusual to find one of several trustees spoken of as 
the ‘ acting trustee ’, meaning the trustee who personally interests himself in 
the trust affairs, and whose decisions are merely endorsed by his co-trustees. 
The Court, however, does not recognize any such distinction”’. (Underhill 
on Trusts, gth Edition, p. 341.) 

It follows that each trustee ought to sign every cheque drawn on the trust 
banking account. This is expressly stated by Underhill on p. 344, and is 
undoubtedly in accordance with modern banking practice. 

[t is no doubt disappointing to many persons who are appointed trustees, 
and especially to those who have developed into trustees after being at first 
executors, to have no longer the privilege which they enjoyed as personal 
representatives of delegating their powers and duties to one or two of their 
colleagues ; but the prudent banker will be adamant in turning down every 
request made to him to accept less than all the signatures on a trust account, 
unless, indeed, he is so confident of the probity of his customers, the trustees, 
as to be prepared to take what risk there may be of their committing any 
breach of trust. 

If all sign, the risk of allowing a trust account to be conducted wili be 
inappreciable, whatever the character of the trustees, if the banker takes 
care to avoid paying a cheque which is quite obviously a misapplication of 
the trust funds. In order to make the banker liable for paying such a cheque, 
there must, as Lord Chancellor Cairns said, Gray v. Johnston (1868), be in the 
first place an intended misapplication, and, in the second place, proof that the 
banker was privy to it. 
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On the death of a trustee his powers and duties pass to his surviving 
colleagues, and on the death of a sole, or last, surviving trustee the trust may 
be executed by his executors or administrators, until the appointment of new 
trustees (Section 18 of the Trustee Act, 1925). 

The borrowing power of trustees is less extensive than that of personal 
representatives. Under Section 16 of the Trustee Act, where trustees are 
authorized by the trust instrument, or by law, to pay or apply capital money 
subject to the trust for any purpose or in any manner, they may raise the 
money required by mortgage of the whole or any part of the trust property, 
and under Section 17 the lender is not concerned to see that such money is 
wanted, or that no more than is wanted is raised, or otherwise as to the 
application thereof. 

In any case, whether the trustees are justified in borrowing or not, they 
are personally liable for the repayment of money advanced to them, unless 
they are permitted by the lender to contract out of such liability. If they 
are liable, and if the borrowing is justified, they have the same right of 
indemnity out of the trust funds that personal representatives have, and the 
lender may stand in their place with regard to it. 

it should be remembered that persons in whom the legal estate in freehold 
or leasehold property is jointly vested are always trustees for sale of the pro- 
perty. if they are themselves the only persons beneficially entitled to the 
proceeds of sale and to the rents and profits until sale, as usually in the case 
of husband and wife, they can exercise the trust by sale or mortgage of the 
property without any restriction ; but even then, as long as the trust subsists, 
it cannot be exercised by fewer than two trustees, and if at any time there is 
only one surviving trustee, unless he is also solely and beneficially entitled, 
another trustee must be appointed to act with him. If there are also other 
beneficiaries, their consent would be necessary to any exercise of the trust. 


international Monetary Fund Parities 


The International Monetary Fund will begin exchange transactions on March 


I, 1947. The transactions of the Fund will be at the initial parities given 
below. Eight of the 39 members of the Fund—Brazil, China, the Dominican 
Republic, Greece, Poland, Yugoslavia, France in respect of Indo-China, 


and the Netherlands in respect of the Netherlands Indies—have requested 
more time for the determination of their initial parities, and the Fund has 
agreed. The official announcement giving the agreed parities states that 
“the major significance of the present step is not in the particular rates of 
exchange which are announced, but in the fact that the participating nations 
have now fully established a regime wherein they are pledged to promote 
exchange stability, to make no changes in the par values of their currencies 
except in accordance with the Fund Agreement, and to assist each other in 
attaining the general objectives of the Fund”. The announcement adds 
that “‘ the initial par values are, in all cases, those which have been proposed 
by members, and they are based on existing rates of exchange ’’. It may be 
assumed that some of the agreed parities must have slipped by under the 
glare of somewhat suspicious and unconvinced eyes and the official announce- 
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ment goes out of its way to point out that ‘‘ the acceptance of these rates is 
not to be interpreted as a guarantee by the Fund that all the rates will remain 
unchanged”. Indeed, it is admitted that “at the present exchange rates 
there are substantial disparities in price and wage levels among a number of 
countries’ but it is argued that ‘in present circumstances such disparities 
do not have the same significance as in normal times” 


I. CURRENCIES OF METROPOLITAN AREAS 
Par Values Par Values 
In Terms of Gold In Terms of U.S. Dollars 
Grams of Currency Currency U.S. cents 
fine gold units per units per per 


Country Currency per currency troy ounce U.S. dollar currency | 
unit fine unit } 
Belgium wa Franc .. 0.020 276 5 1,533-96 43-827 5 2.281 67 
Bolivia .. Boliviano .. 0.021 158 8 1,470.00 42.000 O 2.380 95 
Canada oc . Dollar .. 0.888 671 35.000 1.000 00 100.000 
Chile a . Peso .+ 0.028 666 8 1,085.00 31.000 O 3.225 81 
Colombia... . Peso .. 0.507 816 61.249 1.749 99 57-143 3 
Costa Rica .. .. Colon .- 0.158 267 196.525 5.615 00 17.809 4 
Cuba .. Peso .. 0.888 671 35.000 .000 00 100.000 
Czechoslovakia .. Koruna ~<« QOQ87 77 1,750.00 .000 0 2.000 00 
Denmark .. .. Krone .. 0.185 178 167.965 -799 20.837 6 
Ecuador isi . Sucre -- 0.065 827 5 472.500 ° 7.407 4 
Egypt ws . Pound -+ 3.672 88 8.468 413.300 
El Salvador . Colon .» 0.355 468 87.500 00 40.000 
Ethiopia - . Dollar .. 0.357 690 86.956 47 40.250 
France ms . Franc .. 0.007 461 13 4,168.73 0.839 § 
Guatemala .. . Quetzal .. 0.888 671 35.000 100.000 
Honduras... . Lempira... 0.444 335 70.000 00 50.c 00 
Iceland Sa . Krona .. 0.136 954 227.110 3 85 15.411 
India ae .. Rupee .. 0,268 601 115.798 52 30.225 
Iran 6x . Rial .. 0.027 555 1,128.75 o 3.100 
Iraq ah . Dinar .. 3.581 34 8.684 3 . 403.000 
Luxemburg .. . Franc .. 0.020 276 § 1,533.96 827 5 2.281 
Mexico oa . Peso .. 0.183 042 169.925 .855 00 20.597 
Netherlands . Guilder -+ 0.334 987 92.849 7 85 37-095 
Nicaragua .. . Cordoba... 0.177 734 175.000 . 00 20.000 
Norway “ . Krone .. ©1379 067 173.697 , 7 20.150 
Panama ‘ . Balboa .. 0.888 671 35.000 , 00 100.000 
Paraguay .. . Guarani .. 0.287 595 108.150 3.090 32.362 
Peru .. i a oo «s 296-4 227.500 6.500 OO 15.384 
Philippines .. -« Beso .. 0.444 5 70. 000 0 2.000 00 50.000 
South Africa .. Pound .. 3.581 "8.684 86 0.248 139 403.000 
United Kingdom . Pound .. 3.581 8.684 86 0.248 139 403.000 
(or 1738. 8.367d.) (or 4s. 11.553d.) 
United States .. Dollar .. 0,888 671 35.000 0 1.000 00 100.000 
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II. CURRENCIES OF NON-METROPOLITAN AREAS 
(1). Those at parity with corresponding Metropolitan unit. 


The currencies of the following non-Metropolitan areas are at partiy with the 
corresponding Metropolitan unit of the country first stated in each case. Hence 
the gold and “dollar values are in each case those of the Metropolitan unit shown in 


Table I above :— 

BELGIUM: Belgian Congo. 

FRANCE: Algeria, Morocco, Tunisia, French Antilles, French Guiana. 

UNITED KINGDOM: Gambia, Gold Coast, Nigeria, Sierra Leone (West 
African {£); Southern and Northern Rhodesia, Nyasaland (S. Rhodesian £) 
Palestine ({P) ; Cyprus, Gibraltar, Malta, Bahamas ; Bermuda, Jamaica, Falkland 
Islands. 
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(2 2). Those at different parities. 
The currencies of the foli serene: non-Metropolt fan areas have parities differing from 


tha t of the corresponding Metr politen unit of the country first stated 1n each case 
below. The four fig tveS giv en i t cach case below are parities in terms of 8 rold (grams 
and troy ounces) and U. S. dollars co so 8 to, and stated in the same order as, 
the Metrot politart parities given in Table I abou 


FRANCE: French West prenly eandh Equatorial Africa, Togoland, 
Cameroons, French ner Madagascar and Dependencies, Reunion, St. 
Pierre and Miquelon ; CFA franc 1.70 francs: 0.012 683 9, 2,452.20, 70.062 8, 
4a 29. New Caledonia, New Hebrides, French Oceania; CFP franc = 

2.40 French francs: 0.017 906 7, 1,736.97, 49. 627 &, 2.015 00. French India ; 
Rupe ee = 36 French years : 0.268 601, 115.798, 3.308 52, 30.225 0. 

NE THERLANDS: Surinam and Cura a0: Guilder 1.406 71 Nth. glds. : 
0.471 230, 66.004 9, 1.885 85, 53.026 4. 

UNITED KINGDOM : Kenya, Uganda, Tan; ganyika, Zanzibar ; East African 
shilling = 20 per £ sterling: 0.179 067, 173.697, 4.962 78, 20.150 0. Barbados, 
Trinidad, British Guiana ; Br. W. Ind. $ = 4.80 per £ sterling : 0.746 113, 41.687 3, 
1.19% 07, 83.958 3. British Honduras; Br. Hond. $= 4.03 per f£ sterling: 
0.888 671, 35.000 0, 1.000 00, 100.000. Ceylon, Mauritius, Seychelles ; Rupee = 
13 1/3 £ sterling: 0.268 601, 115.798, 3.308 52, 30.225 0. Fiji; 1.11 {F = 
sterling : 3.226 44, 9.640 20, 0.275 434, 363.063. Tonga; 1.2525 {T = {f sterling: 
36, 10.877 8, 0.310 794, 321.756. Burma; Rupee = 1s. 6d.: 0.268 601, 
8, 3.308 52, 30.225 0. Hong Kong; $HK 16 = £ sterling: 0.223 834, 
58, 3.970 22, 25.187 5. Malaya; $M 8.571 428 57 = £ sterling, or 2s. 4d. = 

1: 0.417 823, 74.441 7, 2.126 91, 47.016 7. Sarawak and British North Borneo 
dollars circulate alongside the Malay an dollar and are at parity with it. 
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International Banking Review 


Australia 


HE Australian Labour Party has rejected the Cabinet decision to sub- 
I scribe to the Bretton Woods organizations, and Australia will not now 
become an original member of the International Monetary Fund. Feeling 
against participation has run high in Australia ever since the principal Austra- 
lian representative at Bretton Woods advised against it, despite the fact that 
he has since reversed his opinion. It is feared that, if Australia participated, 
control of her financial affairs would pass into the hands of “ international 
finance’. An inter-state meeting of the Labour Party is to be held early this 
year to discuss the question again. 

Rumours that the Australian Government was about to undertake an 
upward revaluation of the Australian pound were denied by the Prime 
Minister. The reports were based principally on the argument that an adjust- 
ment of the exchange rate was needed to restore the trade balance, which has 
recently been heavily in favour of the Commonwealth. It is interesting to 
note, therefore, that the Australian Government is at last considering the 
relaxation of the sterling imports licensing system which has resulted in a 
curtailment of certain classes of British imports in recent months. 

Official restrictions upon share price movements and transfers will be 
discontinued in the New Year. High and low limits for prices, and conditions 
establishing minimum periods for holding shares, prior to re-sale, will be lifted. 
The Stock Exchange is to take steps to prevent undue movements in prices. 

India 

The Indian Government has notified the International Monetary Fund 
that it does not propose to make any alteration in the par value of the rupee. 
The decision to maintain the currency at its present level of 1s. 6d. against 
sterling was taken after consultation with commercial and financial interests 
in India. Agitation for the devaluation of the rupee was fostered by export 
interests in India before the war, but India’s emergence from the war as a 
creditor nation has doubtless resulted in a change in the attitude of Indian 
leaders. The devaluation of the currency would be manifestly ill-advised at 
the moment, owing to India’s need for heavy imports of food following the 
crop failures. 

Forward trading in silver has been resumed in the Bombay market after 
the framing of a new contract. Trading was suspended for several weeks as 
a sequel to a High Court ruling that the action taken by the Bombay Bullion 
Board in permitting the carrying forward of speculative positions on payment 
of a monthly penalty was not legal. However, the breathing space given to 
“bear ” speculators pending the announcement of the decision permitted the 
liquidation of the major part of the outstanding ‘‘ bear ’”’ position so that the 
prolonged speculative battle has terminated in a clear victory for the “ bear ” 
element. One result of the acute slump in prices was that for a time silver 
was being offered in Bombay for shipment to New York. Although the price 
obtainable in New York was lower in terms of sterling than that obtainable in 
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Bombay, this was considered to be fully compensated by the fact that payment 
at the American end would be made in dollars. 


Belgium 

The Belgian Government has approached the British authorities on the 
question of talks for the purpose of framing a new commercial and financial 
agreement. The balance of payments with the United Kingdom has been 
heavily adverse to Belgium since the liberation and sterliag reserves are now 
believed to be nearing exhaustion point. The threatened currency crisis is 
expected to lead shortly to measures designed to restrict imports from “ strong 
currency ’’ countries, which, in the Belgian context, include Britain. The 
Minister of Economics stated recently that a substantial expansion in exports 
is planned for 1947. The Government policy of permitting excessive imports 
of luxury articles such as vacuum cleaners, nylon stockings, etc., had been 
severely criticized in the Press; the official reply is that such purchases are 
made on a reciprocal basis. 

An agreement, said to involve a total of £45 millions, has been reached 
with the United States for final settlement of all transactions under the lend- 
lease reserve as well as under the military-civil programme, and for the liquida- 
tion of American army surplus stocks in Belgium. 


Brazil 

The Minister of Finance stated that a proposal is being sent to Congress 
which will have the effect of raising the proportional rate of income tax from 
its present level of 8 per cent. to 23 per cent. At the same time, the Excess 
Profits Tax will be discontinued. 

The Bank of Brazil has modified earlier decrees whereby liquidation of 
exchange in payment for imports must be effected within 30 days of Customs 
House despatch, non-compliance being punishable with a fine of 1 per cent. 
per month. Importers are now allowed a longer period, varying from go to 
180 days, for a long list of articles. 

The Minister of Finance, in a statement to the Press on the banking law 
now being formulated, stated that the Government will send a message to 
Congress recommending the abolition of the existing regulation whereby 
20 per cent. of the sale value of export bills is compulsorily receivable in Federal 
bonds. The Minister also stated that the projected Brazilian central bank 
would, in addition to other matters, be entrusted with the task of maintaining 
the stability and prestige of the currency. Statements that the Government 
intends to devalue the milreis have been categorically denied. 


Chile 


The Minister of Finance has issued to Chilean banks a directive aimed at 
diverting credit at present granted to investors, brokers, etc., into channels 
through which it is likely directly to benefit production. This regulation 
covering the uses of credit is said to be the first step in the official programme 
to expand national output through the provision of more liberal financial 
facilities. It is also hoped to reduce prices by eliminating unnecessary middle- 
men. Principal criticism of the new measure is that it contains no facilities 
for liquidating pending operations. It has had the effect of depressing Stock 
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Exchange values owing to the restriction it entails upon the financing of 
security deals. 

The Government is believed also to be considering measures for the suppres- 
sion of monopolies ; plans to check price increases by price fixing and other 
means ; State purchases of sugar, coffee, etc.; nationalization of various 
public utilities; the creation of a State bank; and policies for monetary 
stabilization 


Netherlands 


During the debate on the Finance Budget in the lower Chamber, the 
Finance Minister stated that no draft bill for nationalizing private banks would 
be presented by him as long as this was not required in the national interest. 
In his opinion, the legal restrictions placed upon capital movements and the 
control maintained by the Government over the Netherlands were sufficient 
banking safeguards. 

Peru 

Difficulties in obtaining permits for foreign exchange are increasing. 
During October, 40 per cent. of total applications received were rejected, the 
number approved being the lowest and the number rejected the highest in 
any month as yet. Rather more than 50 per cent. of the applications for raw 
material imports were turned down; in the case of textiles and furs, the 
proportion approved was only just over 20 per cent. 

The Minister of Finance has stated that it is the firm intention of the 
Government to maintain the present rate of exchange. Legislation for the 
introduction of a system of import priorities is under consideration. 


Appointments and Retirements 


New Chairman for National Provincial Bank 


Lord Colgrain—still even better known, outside the immediate City circle, 
as Mr. Colin Campbell—retired at the year-end from the chairmanship of the 
National Provincial Bank, but will retain his seat on the board, and will also 
continue as chairman of Lloyds and National Provincial Foreign Bank Limited. 
He has been a familiar figure among bank chairmen since 1933; he became 
deputy chairman of the bank in 1929. 

The new chairman is Captain Evan Cadogan Eric Smith, M.C., who has 
been deputy chairman since 1937 and director of the bank since 1929, when 
he succeeded his late father, Mr. Lindsay Smith. He was born in 1894, is 
chairman of Rolls Royce Ltd., a director of Lloyds and National Provincial 
Foreign Bank Ltd., Commercial Union Assurance Co. Ltd., John Brown & Co. 
Ltd., Industrial and General Trust Ltd. 


Bank of Australasia—The Bank of Australasia regret to announce the death of Mr. Edmund 
Godward on November 29. Mr. Godward joined the bank in 1886 and remained with them for 
51 years. He was London manager for the last 14 years of his service, retiring from this position 
in 1937, when he was elected a director of the bank. 

Barclays Bank—Mr. A. W. Tuke has been appointed a director and has been elected a vice- 
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chairman of the bank. He has relinquished his position as a general manager, which he has held 
since 1931. Mr. R. G. Thornton, an assistant general manager, becomes a general manager. 
Barclays Overseas Development Corporation—Mr. R. E. Fleming, of Messrs. Robert 
Fleming and Co., Ltd., has been elected to the board. 

District Bank —Chester: Mr. F. Cussons, manager at Shrewsbury, to be manager Porl 
Sunlight : Mr. W. H. Evans, from Water Street, Liverpoo!, to be manager. /tomiley : Mr. J. H. K. 
Park, from Railway Street, Altrincham, to be manager. 

Lloyds Bank— Head Office: Mr. F. C. White, engaged on special work under the chief general 
managers, to be a general managers’ assistant. Advance Departiment: Mr. G. H. Thomas, a 
controller, has retired after 40 years’ service ; Mr. C. H. Smith, from Knightsbridge, S.W., and 
Mr. C. H. Woolley, from Louth, to be controllers. Branches Stock Office: Mr. L. C. Peace, of the 
branches stock office, to be sub-manager on retirement of Mr. F. L. Allingham after 43 years’ 
service. Chief Inspector's Department: Mr. R. G. Firth, formerly sub-manager, Exchange, 
Liverpool, who has returned from Service, Mr. J. Gerrish, from Horfield, Bristol, Mr. K. Tew, 
from Welwyn Garden City, and Mr. R. Ward, from Stock Exchange, E.C., to be inspectors. 
St. James's Siveet, S.W.: Mr. C. G. Attlee, from Godalming, to be sub-manager. Barnstaple : 
Mr. R. E. House, from Bideford, to be sub-manager. Bath: Mr. W. J. Ingamells, from Clifton, 
Bristol, to be sub-manager. Bishop’s Waltham : Mr. R. F. Eyles, from Trowbridge, to be manager 
on retirement of Mr. A. Marsh after 45 years’ service. Blaydon-on-Tyne (also Newburn) : Mr. 
H. H. Smith, from Chopwell, to be manager. Brigg: Mr. A. H. Thompson, from Boston, to be 
manager on retirement of Mr. H. Sellars after 47 years’ service. Broad Sireet, Reading : Mr. E. A. 
Styles, of Broad Street, Reading, to be sub-manager. Brook Street, W.: Mr. G. C. Watkins, 
from St. James’s Street, S.W., to be manager. Brynmawr: Mr. J. I. M. Thomas to be manager. 
Camberwell Green, S.E.: Mr. J. A. T. Chivers, M.M., from Wimbledon, S.W., to be manager 
on retirement of Mr. W. P. Davies after 45 years’ service. Christchurch: Mr. G. E. Simms, 
from Odiham, to be manager on retirement of Mr. J. R. Connell after 41 years’ service. Colling- 
wood Street, Newcastle-upon-Tyne : Mr. J. K. Milburn to be sub-manager. Coventry: Mr. J. T. 
Willis, from Norwich, to be sub-manager in the place of Mr. R. W. G. Brigham, who has relin- 
quished this appointment owing to ill health. Crawley: Mr. A. E. Tilsley, from Folkestone, 
to be manager on retirement of Mr. H. G. Rumsey after 46 years’ service, Darlington : Mr. H.C. 
Clapham, from Sunderland, to be manager. Derby : Mr. W. W. Lingard, of the Inspection Staff, 
to be sub-manager. Eastern Branch, E.: Mr. S. A. Butt, from Regent Street, W., to be sub- 
manager. Fareham: Mr. F. N. Pass, from Mere, to be sub-manager. Gloucester: Mr. L. W. G. 
Brownhill, from Tiverton, to be sub-manager. Godalming: Mr. E. F. Elstone, from Piccadilly, 
W., to be sub-manager. Hastings: Mr. 1. J. Morgan, from Sheffield, to be manager on retirement 
of Mr. J. Lyford after 45 years’ service. Holykead: Mr. G. W. Hughes, of Holyhead, to be 
manager on retirement of Mr. H. G. Williams after 46 years’ service. Horfield, Bristol: Mr. ]. B. 
Miller, from Bath, to be manager. Kingsion Road, Portsmouth: Mr. C. Surry, of Kingston Road, 
to be manager on retirement of Mr. T. H. Hall after 45 years’ service. Knightsbridge, S.W. : 
Mr. S. Barnard, from Brook Street, W., to be manager. Louih: Mr. G. W. Wood, from Selby, 
to be manager. Maida Vaile, W.: Mr. D. L. Waghorn, M.C., D.C.M., from Covent Garden, W.C., 
to be manager in succession to Mr. C. C. de Berry, who has retired after 41 years’ service. New 
Siveet, Birmingham: Mr. J. W. J. Squires, assistant manager, is retiring after 42 years’ service-; 
Mr. J. T. P. Duffy, of the inspection staff, to be sub-manager. Norwich: Mr. W.H. R. Wright, 
from Cambridge, to be sub-manager. Odiham: Mr. K. Welch, from Grayshott, to be manager. 
Pettis Wood: Mr. E. T. Hemsley to be manager. Preston, Paignion: Mr. F. S. Kirby to be 
manager. itochesier: Mr. R. G. Paine, from Wolverton, to be manager. Rugeley: Mr. J. V. 
Edwards, from Tutbury, to be manager on retirement of Mr. R. J. Davis, M.M., after 43 years’ 
service. St. Austell: Mr. J. W. Morton, from Truro, to: be manager on retirement of Mr. F. W. 
Burrow after 45 years’ service. St. Ives, Hunts. : Mr. S. C. Harrison, from Norwich, to be manager 
on retirement of Mr. W. B. Carter after 47 years’ service. Selby: Mr. P. M. Simpson, from 
Carlisle, to be manager. Sheffield: Mr. J. R. Raine, from Darlington, to be manager. South 
Yardley, Birmingham : Mr. H. Best to be manager. Staple Hiil, Bristol: Mr. T. C. Clark, from 
Barnstaple, to be manager on retirement of Mr. D. R. Hellings after 46 years’ service. Stock 
Exchange, E.C.: Mr. R. A. M. Hallam, of the inspection staff, to be sub-manager. Stockion-on- 
Tees (also Billingham): Mr. R. R. Garthwaite, from Blaydon-on-Tyne, to be manager on 
retirement of Mr. F. J. Spence after 44 years’ service. Stony Sivatford : Mr. W. H. Ward, from 
Bury St. Edmunds, to be manager on the approaching retirement of Mr. E. H. Belcher after 
46 years’ service. Stourbridge: Mr. A. J. Sinnett, of Colmore Row, Birmingham, to be acting 
manager during the absence on sick leave of Mr. G. F. J. Drew. Sunderland: Mr. FP. E. Goudge, 
from Mosley Street and Colonial and Foreign Department, Manchester, to be sub-manager. 
Tottenham, N.: Mr. W. L. Martin, from Golders Green, N.W., to be manager on retirement of 
Mr. A. Ruddell. Trowbridge: Mr. J. Affleck, from Bridgwater, to be sub-manager. Tvuro: 
Mr. C. G. Harding, of the inspection staff, to be sub-manager. Welwyn Garden City: Mr. F. 
Morris, from Wolverhampton, to be manager. Westminster House, S.W.: Mr. N. Scott Evans, 
assistant manager, is retiring after 44 years’ service; Mr. E. B. Baker, from Holborn Circus, 
E.C., to be sub-manager. Willenhall: Mr. W. Oswell, of the inspection staff, to be manager 
in succession to Mr. A. E, Arnold, who is retiring after 44 years’ service. Wirksworth: Mr. G. 
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Holmes, from Derby, to be manager on retirement of Mr. B. Hilditch after 46 years’ service. 
Wolverton : Mr. A. E. Kerridge, from Ely, to be manager. 

Martins Bank— Sir Harold Mackintosh, Bart., D.L., chairman of the National Savings Move- 
ment, has been elected to a seat on the London board. Manchester, Oldham Street: Mr. J. E, 
Lomas to be manager. Oldham: Mr. P. B. Walton, from Oldham Street, Manchester, to be 
manager on Mr. S. R. Walker's retirement after 42 years’ service. 

Midland Bank—Head Office : Mr. W. T. Kinglake, of Threadneedle Street, to be an assistant 
general manager on retirement of Mr. W. L. Ward. Head Office, Intelligence Department : 
Mr. J. E. Wadsworth, hitherto joint manager, to be sole manager on the retirement of Mr. G. W. 
Parfett ; Mr. G. F. Wheldon to be assistant manager; Mr. A. Allan and Mr. D. C. Jones to be 
manager's assistants. London, Bedford Row: Mr. E. C. Cooper, of Oxford Circus, to be manager. 
London, Chancery Lane: Mr. E. T. Robinson, of Bedford Row, to be manager on retirement of 
Mr. A. V. Nettell. London, 76 Edgware Road: Mr. A. Joy to be manager, formerly under the 
same management as 219 Edgware Road. London, 153 Goswell Road: Mr. A. J. Glendinning, 
of Harrow Road, to be manager. London, Harrow Road: Mr. H. C. Ledger, of Chancery Lane, 
to be manager. London, Oxford Circus : Mr. A. W. Alston to be assistant manager. Barnstaple : 
Mr. C. W. Dart, of Exe Bridge, Exeter, to be manager. Bedlington : Mr. J. Chaston to be manager 
on retirement of Mr. H. Whitehouse. Birmingham, Hall Green: Mr. E. R. Day to be manager, 
formerly under the same management as Sparkhill, Birmingham. Birmingham, Sparkhill: 
Mr. G. H. Edkins, of Sutton Coldfield, to be manager on retirement of Mr. S. E. Morris. Birming- 
ham, Stratford Road: Mr. R. J. Parker to be manager. Chelmsford: Mr. F. L. Hunt, of Bushey 
and Oxhey, to be manager on retirement of Mr. F.H. Andrew. Egremont (Cumberland) : Mr. W. D. 
Butler to be manager on retirement of Mr. A. P. Eadie. Holsworthy: Mr. E. Caesley to be 
manager. Hull, Princes Avenue : Mr. W. Smith to be manager, formerly under the same manage- 
ment as Beverley Road, Hull, Kirby Moorside: Mr. J. H. Illingworth to be manager on retire- 
ment of Mr. W. H. F. Hoodless. Leeds, City Square : Mr, G. H. Tipping to be assistant manager. 
Leeds, Kirkgate: Mr. L. Bladen, of City Square, Leeds, to be manager in succession to the late 
Mr. G. H. Housley. Lincoln: Mr. T. E. Gower to be sole manager on retirement of Mr. W. H. 
Worthington. Lianberis : Mr. E. J. W. Morris to be manager, hitherto under the same manage- 
ment as Caernarvon. Morley: Mr. J. A. Hudson to be manager on retirement of Mr. W. M. 
Moorhouse. Richmond (Yorks.): Mr. J. A. Thompson, of Nessgate, York, to be manager on 
Mr. R. A. Frank's retirement. Southampton, Avenuc : Mr. M. Doig to be manager. Stanhope : 
Mr. R. J. Farmer to be manager. Wetherby : Mr. T. B. Lyth, of Blossom Street, York, to be 
manager on retirement of Mr. G. Smith. 

National Bank of Australasia—Mr. H. D. Giddy and the Hon. Sir Frank G, Clarke, K.B.E., 
M.L.C., have been elected chairman and vice-chairman respectively. 

National Bank of Scotland—Kirkcaldy : Mr. L. Rymer, of Galashiels, to be manager on 
retirement of Mr. J. Inkster. Galashiels: Mr. J. Chapn.an and Mr. A. M, Tweddle to be joint 
managers. 

North of Scotland Bank—Mr. J. D. Petrie, who was appointed secretary of the bank on 
September 1 last and who continued temporarily to hold the dual appointment of secretary and 
superintendent of branches, now relinquishes the duties attached to the latter office. As from 
November 25, Mr. Petrie will be designated secretary. Mr. A. Paterson, manager at the chief 
Edinburgh office, to be superintendent of branches. Chief Edinburgh Office: Mr. W. C. Hodge, 
of Leith Walk branch, Leith, to be manager. Leith Walk: Mr. J. Watt, of Melville Street, 
Edinburgh, succeeds Mr. Hodge as manager. Sauchen: Mr. E. Smith, of Head Office, to be 
manager on Mr. J. T. Milton’s retirement. Head Office: Mr. F. P. Robertson, of Lossiemouth, 
to be cashier on Mr. T. Brown's retirement. Losstemouth: Mr. F. C. Thomson, of Hopeman, 


to be manager. Hopeman : Mr. W. A. P. Cormack, of Alford, to be manager. 





VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 
INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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Banking Statistics 


National Savings 








(£ millions) 
(t) Small Savings by Quarters 
Savings ; Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) Small (net) (met) (met) Small 
1943 R es 70-7 32.8 87.3 190.8 1946 Jan... 7.3 20.9 48.9 76.9 
oo 306.2 50.1 85.0 243.2 Feb. ; ; q 
im .. 47.8 19.2 62.3 128.3 - s+ o — 
i ar ee! fy ee) Oe Me se Se, Mar. .. 7 25:3 34.0° 57-6 
I s 3 Apl. 1.0 36.3§ 16.3 53.6§ 
1944 oe 55-4 20. 95.0 174.2 
a .. oh S60 On Ona.s May 0.3 56.0§ 10.6 66.9 
ia ae a ee June .. —0.5 3-6 9-3 12.4 
Vv .. «6396-9 38-0 69.6 £25.46 July .. —1.4 5-5 72 wa 
1945 I .. 44.3 19.8 108.7 172.8 Aug. “<a +t [oS eS 
> ae 28.1 18.1 q1.§ %889:9 Sept. .. 0.4 3.5 12.6 16.5 
Sil 5. «682. 90.3 OF 488.2 ms... 3 4.8 17.9 30.9 
IV .. 39-2 87.2 76.4 202.8 Nov... 1.4 £1.0 10.4 22.8 
m66 f «. S952 62.0 E20:7 106-6 § Totals and apportionment between months 
II 0.9 87.5 36.2 124.5 amended to allow for adjustment in official 
Ill .. —O.r 23.4 #f: 55.1 figures. 
(2) Large Savings by Quarters 
National Interest National Interest 
War Savings free Total War Savings free Total 
Bonds Bonds Loans Large Bonds Bonds Loans Large 
ae ae ee ee 3-9 431.4 1945 III .. 188.1 207.8 -6 396.5 
ee 62.8 94.9 1.9 159.6 EV .6 983.8 $73.3 -3 783.4 
Itt ++ 140.4 105.8 1.8 248.0 1946 I .. 3 2.8 a 3.5 
IV .. 3153.0 77:6 2.§ 233-1 i... — 8.0 — #76 
: > P ace —_ I. 2 1.6 
1943 I .. 178.7 178.4 2-4 359-5 — feb i = a I 
I, 4. SQ09” B53.3 2.1 364.9 an 3 1.4 . 1.8 
III .. 159.3 88.4 t.4 246.2 po ge ; . : 7 
IV 130.6 66.6 3-2 200 a oS ee ae, = 
a ; ; “4 May .. — 93.8 — 93.8 
Te a re oe 92.1 2.9 267.1 June .. — 194.1 — 194.1 
II .. 224.0 158.9 3-2 386.1 | July .. — 129.9% — 129.9* 
WT .. 94.3 71.2 -9 166.4 sich i in 
vs. es ‘5 211.of 2}% TREASURY STOCK 
nas Fx. 4 95.9 1.2 97.5 Total 
- .: S63. S84 -5 108.of Nov. .. so BORLES 108.15 
t Excluding Exchequer Bonds: 1944 IV, £37.3 mns.; 1945 I, £165.2 mns.; 1945 II, £124.4 mns. 
*Savings Bond Tap suspended July 9. ° 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. | By Ord. Ord. ; 
Mar. 31: Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
fm. £m. £m. £m. £m. £m. 
1937 -. 830.1 823.3 6.8 1944 OI 1562.2 1131.1 351.1 
1938 x 898.1* 872.6 25.5* Il 1420.3 604.7 815.6 
1939 -. 1054.8* 927.3 127.5* IIl 1523.8 734.0 789.8 
1940 «+ 3869.7*° 1049.2 760.5* IV 1502.0 654.3 847.7 
i941 o« 3607.2 1408.9 2458.3 1945 [ 1609.8 1240.7 362.9 
1942 -+ 4775-7 2074.1 2701.6 II 1306.3 611.0 695.3 
1943 «+ §623.2 2819.9 2803.3 Til 1443-7 750-5 093.2 
1944 -- 5788.4 3038.5 2749.9 I 1386.2 667.8 718.4 
1945 .. 6057.8 3238.1 2819.7 1946 I 1337-4 1253-5 83.9 
1946 -» 5474.8 3284.5 2190.3 Il 902.0 629.0 273.0 
| IT! 918.3 712.1 206.2 


* Allowing for loan expenditure. 








THE BANKER 


Treasury Deposit Receipts 
Including 
prior 
ashmentst (end of period 
£m. 
=. 
— 
2122. 
9656.5 


Cu tstanding 
Raised Redeemed t 
{m. £m. £m. 

I 935.0 S59. 5 137. 
II ; 1300.0 83.5 97.5 
Hi “< ; 1005.0 58.5 i62. 
IV . 845.5 33 199. 


1559-< 
1590-5 


I 804.5 


II ‘i ; 20.0 ‘ 5.51 
Itt 1180 7O3. os 1779 


oc° 


1572. 
1559 
1543. 
1483.0 
1390.! 
1479.-! 
1647. 
1779-0 
1743. 


Feb. 23 210.0 236. 
March 30 .0 408 
April 27 430. 446. 
25 ‘ - 60 
282. 
136. 


257 


oOo U 
wu OU 


May 
june 30 
July 27 
Aug. 31 
Sept. 30 
Oct. 26 


woo 


190 
225 
455 
500 
380 


- 
] 


305 


00m 


416. 
Nov. 30 ‘ - 0.5 1742.5 
* Periods ended on last Saturday in each month, except at final month in each quarter 
+ Figures to May 25, 1946, when last Monthly Debt Return appeared; since then no 
figures of pre-encashments have been published. 
§ Peak total. 


WEEK-TO-WEEK BORROWING 

Net New 

Week ended Raised Redeemed Borrowing 
June 15. 90 84. 6.0 
22 100 85. 15.0 
29 . z. I.O 


Wet Ne 

Week ended Raised Redeemed Sieiiaden 

Sept. 14 . 160 118. 0 

a a 80. 16. = 

: 119. -- 

21. i } 5 160.¢ 105. 
i 12 - 340. 138.: 
19 . 8o 90. 
26 - a2. 


es | 30 100. 
July 6. 150 129. | 
= 5° 6.5 43-! 

Q.§ oO 
27 ; 25 25.0 


.O 


14 


».0 114-5 44-5 


Floating Debt 
Dec. 15, Nov. 23, 


1945 1946 
{m {m. 


Dec. 7, 
1946 
{m. 

Ways & Means Advances 


Bank of England a ‘ = 
376.1 


' 882 .« 14. | 
Monthly* : 
1945 Aug. 25 }0 237 2185.5 
Nov. 24 ! 295. 5. 1848. 
Dec. 3r P ‘ 2 527. Se. 1636.: 
1946 Jan. 26 39 177 .! 1598. 
3 25.0 25 e 
) 
ai Oo 40 16 
24 fo) 11 | rs 
I > 
? ‘ | Dex 7 


Public Departments 392.4 
Treasury Bills: 

Tender .. 

Tap He 
freasury deposit receipts 


503.2 


2080.0 
2487.3 
1742.5 


2060.0 
2481.5 
1742.5 


1820.0 


2336.5 
1702.5 


2070.0 
2460.5 
1742.5 


6422.2 6645.4 


6676.4 
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(;UINNESS, MAHON & CoO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53. CORNHILL . LONDON. £&.€.3 












GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 


GUINNESS, MAHON 
REPRESENTATION COMPANY INC. 
115, BROADWAY, NEW YORK 


CREDIT LYONNAIS 


{Limited Liability Company Incorporeted in France) 


orice: 40, LOMBARD STREET, E.C.3 


WEST END BRANCH; 


25/27, CHARLES Il STREET, HAYMARKET, S.W.|! 


Private safes for rental at this office. 
















Central Office - - - - - PARIS 
Head Office - - - - - - LYONS 





Every class of Banking Business 
throughout the world. 












Securities received- for Safe Custody, Coupons collected, Deposit and Current 
Accounts opened, and every kind of Banking Business conducted. 









Subsidiary in Portugal : 
Crédit Franco—Portugais, Lisbon and Oporto. 








Exchequer Issues and Receipts 
WEEKLY AVERAGES 




















Total Total 
Expendi- Ordinary Deficit Expendi- Ordinary Deficit 
ture§ Revenue ture§ Revenue 
£m. £m. £m. £m. {m. £m. 
1938 ‘ 19.2 17.0 *.2 soqa .. «6202.6 50.2 52.3 
1939 wa 28.8 18.8 10.0 1943 .. 110.7 55-4 55-2 
1940 - 63.9 24.0 39.9 1944 .. 114.8 61.0 53-7 
194! oa 88.5 36.0 52.5 1945 .- I10.4 62.9 47.6 
Wd KE ; 1945 May 26 87.8 39.6 48.2 
Period Ended : m June 30 112.8 50.6 62.3 
1944 Jan. 29 112.3 113.3 I.1 July 28 107.8 y 46.5 q 
Feb. 26 122.5 07.7 24.8 A "8 s : 4 
Mar. 31 123.5 70.2 53-3 amg 25 105- 49-5 54-3 
J ~ / ~ 
a. 7 z Sept. 30 116.9 59-9 56.9 
April 29 109.6 45.6 64.0 Oct. 27 107.1 52.9 54.2 | 
May 27 109.6 50.5 59.1 hess , : , 
June 30 108.7 43.3 65.4 Dec. ae 0 = 3 3-3 
July 29 112.0 57-6 54-4 - 3 7°5 5°: 5°-9 
Aug. 26 107.5 53.1 54-4 1946 Jan. 26 82.2 99.8 17.6° 
Sept. 30 123.6 56.7 66.9 Feb. 23 97.6 114.1% 16.4° 
Oct. 28 118.6 52.5 66.1 Mar. 31 126.1 82.9 43-1 
Nov. 25 110.2 47-3 62.9 April 27 89.0 55-2 33.8 
Dec. 31 116.5 49.8 66.7 May 25 67.5 49-1 18.4 
June 30 77-3 42-7 34-6 
1945 Jan. 27 112.4 1Ir.1 1.2 July 27 68.5 54-9 13-6 
Feb. 24 123.4 110.9 12.5 Aug. 31 100.9 58.4 42.5 
Mar. 31 133-7 75.1 58.6 Sept. 30 73.1 48.7 24.5 
April 28 100.2 50.2 50.0 Oct. 26 67.7 54.8 12.9 


§ Ordinary expenditure plus other expenditure (excluding sinking funds but including 







expenditure of a capital nature) * Surplus. 
ee: P 
\ 
Tax Certificates 
Paid Net [ Paid Net 
Raised Off Raised Issue* Raised Off Raised Issue* 
£m. £m. £m. £m. £m. {m. fm. fm. 
1943 Jan. 43.7. 24-7 23-9 493.9 1945 Jan. .. 52.3. 78.4 -—-26.1r 733.6 
Feb. .. 45.3 70.3 —25.0 468.9 Feb. .. 62.6 112.3 —49.7 683.9 
Mar. 46.3 72.1 25.8 443.1 Mar. .. 65.5 66.7 — 1.2 682.7 
at. .« m2 12.0 14.3 457-4 aoe. «. hf 16.4 8.9 691.6 
May .. 39.9 16.8 23.1 480.5 ae .. 23.5 12.9 20.2 711.8 
June 46.6 13.1 33-5 514.0 jane... $2.3 24:7 26.5 738.3 
July 47-7 24.4 23.2 $397.2 pay... 25.3 22:0 4-3 742.6 
Aug. .. 29.7. 16.3 13.4 550.6 Aug. 2.0 13.2 14.8 757-4 
Sept... $4.0 22.8 38.2 $62.8 Sept... 39.7 41.7 — 2.0 755.4 
Oct. .. 46:3 1.3 15.0 597.8 Cs... 2.8 24 — 5.2 754-3 
Nov. . 27.3 15.0 12.3 610.1 Nov... $1.2 20:5 10.7 765.0 
Dex g8.1 11.6 36.5 646.6 Dec. 54-8 19.0 35-7 800.7f o 
1944 Jan. 48.4 100.1 nS er 594.9 | 1946 Jan. 28.5 58.1 29.6 771.0 
Feb 51.3 85.9 34.6 560.3 Feb. .. 40.8 113.7 —72.9 698.0 
Mar. 52.3 50.8 1.5 561.8 Mar. .. 51.4 101.7 —50.3 647.9 
Apr. . 37.8 18.9 18.9 580.7 Age. . 39-7 28.5 II.I 659.0 
May .. 31.1 19.8 11.3 592.0 May .. 15.4 16.2 —0.8 658.2 
June .. 7.8 14.9 32.8 624.8 | June. 22.8 24.9 — 2.1 656.1 
July .. 34.4 20.8 13-5 638.3 | July . 15.1 19. — 4.0 652.1 
Aug. .. 33-9 23.3 10.6 648.9 | Aug. . 20.9 18.2 2.7 654.8 
Sept. . 63.8 25.8 38.0 686.9 Sept. . 21.5 20.1 1.4 656.2 
Oct. .. 29.1 20.9 8.2 695.1 Oct. .. 33.97 316.5 — 9:4 692.8 
Nov. .. 41.2 19.1 aa.t 99.4 Nov... 22.7 22.9 — 0.2 652.6 
Dec. .. 63.0 20.4 42.5 759-7 
*i.e. Outstanding at end of month + Record to date. 





| % BANQUETS * FUNCTIONS + CONVENTIONS * ETC. ¥& 
THE CLIFTONVILLE HOTEL 


Offers Every Amenity 
Accommodation for 250 Residents. Restaurant Seats 350. 
Large Lounges and Ballroom, Bars, Billiards, Table Tennis, etc. 
DANCING TO THE CLIFTONVILLE DANCE ORCHESTRA 
London 1} hours 


CLIFTONVILLE HOTEL 
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Margate 1780 
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ce had, GRAND 


HOTEL 


(Completely Renovated) 





cated. Soothing. Cooling. A joy 


to shin which tingles, feels taut 








or becomes inflamed after ordi- 


nary shaving. 


Cuticura <> Y 


pa A STICK 


BR OMMADSe OKRA CUnNOWUWwn 


Now 
COMPANY RE-OPENED 
SERVICE with 
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anon’ % 


1863-1947 


| EVERY AMENITY | 












: Company Registration Agents 

: JORDAN & SONS, | tits 

4 Limited righton 3286 GRAND, Brighcon 

3 116 Chancery Lane, W.C.2 . 

7t 

BOWMAKER LIMITED 

! For CREDIT FACILITIES supplementary 

to those of the Joimt Stock Banks 

BOURNEMOUTH: LONDON : 
BOWMAKER HOUSE, LANSDOWNE. 61, ST. JAMES’S STREET, S.W.1 







Tel: Bournemouth 7070. Tel: REGent 1481. 
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THE COMMERCIAL BANK OF SCOTLAND 


BALANCE SHEET TOTAL 


RECORD 


THE EARL OF MAR AND KELLIE’S ADDRESS 


holder 
*holders 





HE Annual Meeting of the 
was held at Edinburgh on 
The Earl of Mar and 


r 19 

1946. Mz the 
Governor of the Bank, presided 

After making suitable reference to the loss 


which the Bank had sustained through the 
death of Mr. lames Younger, D.L., LL.D 

of Mount Melville, St. Andrews, who had been 
an Extraordinary Director of the Bank since 
rgro, the Governor, in submitting the Report, 
said that during the past year the country had 
been passing through the first perplexing 
stages of the transition from war to peace and 
the resumption of normal activities. Never- 
theless, it had been a year of preparation and 
development—preparation for the complete 
ilitation of industry and the marshalling 
of our resources for the recovery and develop- 
ment of the export trade necessary for our 
economic survival. The internal economy of 
the country had been the subject of revo- 





+ 


lutionary change, the full etfects of whic 
be experienced 

Beset as they were by problems of every 
kind, our industrial leaders were due no smail 
measure of praise for their efforts to overcome 





yet to 








the shortages of materials and manpower 
They were entitled to the support and assis- 
tance of evervone and the hareholders 
might rest assured that the Bank was ready 
and willing to afford al! possible help 

rhe difficulties of rehabilitation were greatly 
vgravated by rising costs and the low level 
of productivity, and if we were to recover our 
place in modern competitive society we must 
bend all our energies to surmounting these 
difficulties. Shortages of materials had an 
important bearing on production costs. That 





was an international problem which focused 
attention on the interdependence of nations 


and made quite plain to us the fact that we 


could not afford to ignore the effects on our 


selves of labour unrest in America or the 
economic collapse of Germany or any other 
country. We must solve these problems on an 
international basis and strive for the closest 
collaboration and_ realistic understanding 
among the United Nations 

We could, however, take care of our domestic 
problems which were mainly those of increasing 
productivity and the acquisition, through our 
export trade, of the currency necessary to 
supply our needs. It seemed to be generally 
agreed that the output per man hour was much 
less than it should be, and the predisposition 
on the part of the operatives to feel that, if 
they worked harder, the effect would be to 
increase their taxation liability must be over- 
come. The solution of the problem might lie 
in the release at home of more consumer goods, 
coupled with a lightening of the burden of 
direct taxation at the lower levels, and a re- 





laxation of the rather austere conditions which 
had been imposed by the proper desire of the 
Government to recover and build up our 
export trade. 


BALANCE SHEET 


The Balance Sheet total of over {119,000,000 
was an easy record in the Bank's history, and 
shewed an increase on the year of over 
£5,000,0c0. The Reserve Fund of £3,700,000 
was {1,100,000 in excess of the Paid-up 
Capital 

Notes in Circulation were higher on the year 
by over {900,000, shewing that the volume 
of money in circulation was still increasing 
while Deposits and other Credit Balances at 
over {99,000,000 were up by approximately 
$4,000,000. 

On the Assets side, Cash, Balances with other 
Banks, Money at Call and Short Notice in 
London, and British Government Treasury 
Deposit Receipts, aggregated {£41,750,000, an 
increase of over {2,000,000, while British 
Government Securities stood at over 
£59,000,000, so that the Bank had resources of 
a liquid character equivalent to ninety-one per 
cent. of its liabilities to the public. 

Advances at {13,930,000 shewed an increase 
on the year of over £2,600,000, an indication 
that the Bank was actively participating in the 
financing of industry during the rehabilitation 
period 

PROFIT 

Profit was {£46,000 higher at {406,566, a 
result achieved during a year when Interest 
Rates on British Government Securities and 
Treasury Deposit Receipts had been severely 
reduced in pursuance of the Government’s 
Cheap Money Policy. The Directors had 
allocated {100,000 to Reserve Fund; {£50,000 
to the Fund for Deferred Repairs and Re- 
newals to Property ; £50,000 as an addition to 
the Funds of the Pension Trust, and {20,000 
to the Widows’ Fund, and it was now proposed 
that a further distribution of 8} per cent. on 
the ‘‘A’’ Shares (making 16 per cent. for the 
year—the rate paid prior to 1939) and 5 per 
cent. on the ‘““B”’ Shares (making 10 per 
cent. for the year), both subject to income tax, 
be approved, leaving a Carry Forward of 
£84,811. 

The Reports and Accounts were adopted 
and Special and Ordinary Resolutions. sub- 
dividing each ‘‘A’’ Share of the Bank, presently 
£4 each £1 paid, into four shares and applying 
£350,000 from Contingency Fund to reduce 
the liability on the “A” shares by 1s. per 
share, making them {1 each 6s. paid were 
duly passed. 

The meeting closed with cordial votes of 
thanks to the Directors and the Staff for their 
services during the year and to the Governor 
for presiding. 
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THE NATIONAL BANK OF SCOTLAND 


RECORD FIGURES 


THE MARQUESS OF ZETLAND’S REVIEW 


Proprietors of The National Bank of 
Scotland Limited was held in the Bank’s 
Head Office on December 19, the Most Hon 
The Marquess of Zetland, K.G., P.C., G.C.S.L., 
G.C.I.E., the Governor of the Bank, presiding 
The Governor said: Since the Report was 
printed, the Bank has suffered a severe loss 
through the unexpected death of Viscount 
Younger of Leckie, who was elected a Member 
of the Ordinary Board of Directors in 1929. A 
gallant soldier with a record of service in the 
1914-1918 war which gained for him the 
Distinguished Service Order, a sportsman in 
various realms, a shrewd man of business 
whose experience and judgment carried weight, 
he will be greatly missed by his colleagues on 
the Board. It is also with deep regret that I 
make mention of the passing during the year 
of another Director, Mr. T. W. L. Brown, 
Writer, Glasgow, a highly esteemed Member of 
the Board. In his place the Directors have 
appointed Sir Wilfrid Ayre, Shipbuilder, and, 
as was to be expected, he has already proved a 
most valuable colleague on the Board. The 
Directors have appointed as Extraordinary 
Directors The Right Honourable Lord Balfour 
of Burleigh, D.L., and Sir Robert McVitie 
Grant, Baronet, and it is a pleasure to have Sir 
Robert with us at our Mecting. 

I would like to refer to the retirement at the 
end of the past financial year of Mr. John 
Cowan, who had occupied the highiy re- 
sponsible position of Manager at the London 
City Office for many years. He rendered notable 
service to the Bank, and was a very popular 
representative in the City. I would extend 
to him the warm wishes of us all for the full 
enjoyment of his leisure. 

I regret that one of our Auditors, Mr. 
C. McKenzie Johnston, has felt it necessary, 
for health reasons, to retire. I trust that his 
release from the duties of a busy professional 
life will restore to him a measure of good health, 
and our best wishes go with him. 


Te 121st Annual General Meeting of the 


THE BANK’S ACCOUNTS 


Turning now to the Accounts of the Bank 
for the year which ended on November r last, 
it will be apparent that the results of opera- 
tions during the past twelve months have been 
very satisfactory. While profit margins have 
been curtailed, the effect has been offset by the 
larger volume of funds at our disposal, enabling 
us to show profits for the year which at 
{281,000 are higher than for the previous 
year. The lower rate of Income Tax which 
was in operation for part of the year has also 
contributed in a measure to the result. All 
bad and doubtful debts have been amply 





provided for, and, as will have been noted from 
the Directors’ Report, substantial sums have 
been applied to the Reserve and other Funds 
3riefly, to summarise, the Profit available for 
distribution, including £87,539 brought forward 
from the previous year, amounts to £368,665, 
which has been dealt with as follows : 


To Reserve Fund saatbais 
Heritable Property Account 10,000 
Trustees for Officers’ Pen- 

sion Scheme 50,000 
Staff Widows’ Fund 10,000 
Making a total of £170,000 


Dividends now recommended absorb £107,800, 
leaving a balance to be carried forward to the 
current year of £90,868. 

The figures in the Balance Sheet again show 
a substantial increase over the previous year. 
Deposits at {80,549,000 show a rise of nearly 
£9,00c,000. Note Circulation remains about 
the same figure at {9,186,000, while Accept- 
ances, Endorsements and other obligations 
on account of customers have risen from 
£2,500,000 to over {£4,000,00c. 

On the Assets side of the Balance Sheet due 
care has been taken of the increased liabilities 
of the Bank, and the wholly liquid resources in 
the shape of Cash, Cheques in course of collec- 
tion, Money at call, and Treasury Bills, exceed 
£29,000,000, in addition to which there may 
be reckoned Treasury Deposit Receipts of 
£6,500,000. British Government Securities 
now stand in the books at £44,000,000, an 
increase of £7,000,000 in the year. Most 
important of all is the increase in the Advances 
to customers, which at {12,632,000 show an 
increase of {2,600,000, representing 26 per cent. 
The substantially greater amount advanced to 
customers, and the considerable increase under 
the heading of Acceptances and other obliga- 
tions on behalf of clients show a definite move- 
ment towards more normal trading activity 
after the serious interruption and dislocation of 
the war years. The total of the Balance Sheet 
tigures shows an increase of {10,000,000 during 
the year, raising them to the new record of 
£97,000,000. Since then further expansion has 
brought them considerably over {100,000,000 

In conclusion I would wish to express in a 
sentence the warm appreciation of the Directors 
of the services rendered by Mr. Leggat, 
General Manager, and the Chief Officials at 
Head Office, the Managers at the London 
Offices and the Chief Glasgow Office, and those 
throughout the whole country, without whose 
energy and valued co-operation the results put 
before you to-day could not have been attained. 
The Report and Accounts were adopted. 
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OF SCOTLAND 


ANNUAL GENERAL COURT OF PROPRIETORS 


HIGHLY LIQUID POSITION 


[HE DUKE OF BUCCLEUCH’S REVIEW 


HE Annual General Court of Proprietors 

of The Royal Bank of Scotland was held 

at Edinburgh on Wednesday, November 

27, 1946, His Grace The Duke of Buccleuch 

and Queensberry, P.C., G.C.V.O., Governor of 
the Bank, presiding 


His Grace said: I assume it is your pleasure 
that the Annual Report and Balance Sheet, 
with Auditors’ Report, which have previously 
been circulated, shall be taken as read. 


Before dealing with the ordinary business 
of the Meeting, I have to refer to the loss 
sustained by the Bank through the death, on 
February 14, 1946, of Mr. K. M. Oliphant, 
M.C., W.S., who bad been an Ordinary Director 
since 1941. He took a keen interest in all 
matters concerning the Bank and his valued 
services and personal charm are greatly missed 
by his colleagues. I have also to refer with 
regret to the further loss which the Bank has 
suffered by the retirement—owing to failure 
of eyesight—of Mr. George J. Lidstone, LL.D., 
F.I.A., F.F.A. Mr. Lidstone had been an 
Ordinary Director since 1919. His outstanding 
actuarial! knowledge and business ability were 
freely placed at the service of the Bank, and 
his loss is a particularly heavy one to his 
colleagues on the Board. On the other hand, 
I have pleasure in referring to the appointment 
of Mr. L. A. Elgood, O.B.E., M.C., C.A., as an 
Ordinary Director of the Bank, which took 
place on May 8, 1946. There is no need for 
me to stress Mr. Elgood’s qualifications and 
wide business experience, and the Board have 
already felt the benefit of his valued counsel in 
their deliberations. Mr. Elgood holds office 
till this Court, but is eligible for re-election. 


The Directors are pieased again to submit 
to you a Statement which they consider very 
satisfactory. 


BALANCE SHEET 
Our Deposits and other Credit Balances 
show an increase of {£6,600,000—making a 


total of £117,830,722, the highest figure yet 
reached in the history of the Bank. 


Our Notes in Circulation at {9,799,710 show 
very little change from last year, and it would 
still appear to be the case that the public are 
retaining more Notes in their possession than 
are necessary for current requirements. 


The figures for Acceptances and Endorse- 
ments and other Obligations show a satis- 


factory increase of {1,600,000 at £4,206,371 
and are a reflection mainly of the greater 
activity in the export trade. 


On the Assets side, our customary highly 
liquid position is maintained with Cash, 
Balances with the Bank of England and other 
Banks, Money in London at Call and Short 
Notice, etc., amounting to £28,630,457. 
Treasury Deposit Receipts at {10,000,000 are 
considerably less than last year’s figure, the 
contraction being due, to some extent, to the 
policy pursued by H.M. Treasury during 
the first half of our financial year. 


Our Treasury Bills show little change at 
£2,480,000. Commercial Bills are down by 
some £400,000. 


British Government Securities at {61,084,379 
show an increase of over £12,000,000, this item 
having absorbed most of the increase in our 
deposits and the reduction of our Treasury 
Deposit Receipts. The value of our British 
Government Securities as shown in the Balance 
Sheet is considerably under the present market 
value, a situation which, looking to the future, 
we cannot permit ourselves to disregard. The 
present excess of market value over book 
value is simply the reflex of the prevailing low 
rates of interest on Government securities and, 
whatever the advantages they may confer in 
other directions, these low rates of interest, if 
they persist, will in course of time bring to us, 
and to other Institutions like us, their own 
special problems. Nevertheless, I do not 
doubt that the Banking system of this Country 
will prove sufficiently resilient to adapt itself 
to the changed circumstances which may 
emerge. 


Our Advances on Cash Credit and Current 
Accounts at £25,865,018, it is pleasing to 
record, show an increase of over £2,000,000 on 
last year’s total. This is in accord with the 
general trend of Banking affairs as shown in 
published figures and it is hoped that, as recon- 
version proceeds and trading conditions become 
more normal, this item will show further 
expansion. The Bank, as always, is very 
willing to give careful and sympathetic con- 
sideration to the needs of all credit-worthy 
applicants. 


PROFITS 


The Net Profit for the year at £611,560, 
appears as £65,000 higher than last year, but 
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the lower rate of Income Tax has to be borne 
in mind, and the proposed dividend, for this 
reason, absorbs £36,000 more. The result 
is, however, considered very satisfactory and 
especially in view of the increased Charges of 
Management which continue their upward 
course. 


APPROPRIATIONS 


The Directors recommend that a dividend for 
the half-year on the Capital Stock at the rate 
of Seventeen per cent. per annum be declared ; 
that {30,000 be carried to Property Main- 
tenance Reserve Account, and that £75,000o— 
as compared with {60,000 last year—be con- 
tributed to the Trustees of the Staff Pension 
Fund. After these appropriations, there 
remains the sum of {109,185 which it is pro- 
posed to carry to Rest or Reserve, raising it to 
£4,330,356, which is in excess of the paid-up 
Capital. It was in 1926—exactly twenty years 
ago—that, for the first time in the history of 
the Bank, the Rest exceeded the paid-up 
Capital. In 1926, however, the paid-up 
Capital was £2,500,000, and since then the 
amount has been substantially increased. 
To-day it is {4,250,000 and the present balance 
at the Rest Account is made all the more 
notable by the fact that, giving heed to possible 
war-time contingencies, all surplus profits 
shown in the Accounts for the years 1939 to 
1944 were carried to Inner Reserves. 

THE TRANSITION PERIOD 

Our Accounts on this occasion cover the 
first full year of peace and we have to regard 
them in relation to a time which may best be 
described as the beginning of the transition 
period. In many directions, industry is still 
in process of readjusting itself to the require- 
ments of a world which needs much to give it 
a proper start, and success, if it is to be 
attained, will demand the greatest effort from 
all of us. It is, of course, easy in an economic 
sense to moralise on the virtues of self-sacrifice, 
but it should not be overlooked that, in our 
approach to the many problems which confront 
us at the present time, a certain, and by no 
means negligible, amount of realism is called 
for. The human factor must not be ignored. 
For quite a number of years now the people 
of this country have uncomplainingly gone 
without many of the necessities which mean 
so much to their material comfort, and it is 
not surprising that, to a certain extent at any 
rate, they should now be viewing events in 
relation to the effect which, they think, these 
will have on their own personal well-being. 


WAGES AND OUTPUT 


In times of abnormal scarcity, exceptional 
conditions exist which may obscure the funda- 
mentals, but this artificial state of affairs, 


while it lasts, should not blind us to the simple 
economic truth that the amount which can be 
taken out of industry depends on what is put 
into it. 


Reward should be related to output, 
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and higher wages, if not accompanied by 
increased production, do not mean a higher 
standard of living. All of us desire to see a 
high level of wages, but the ultimate test must 
be the extent to which these higher wages 
result in increased purchasing power. If, 
owing to a rise in prices, the increased wages 
do not purchase any more goods, it is obvious 
that no one is any better off. Indeed, apart 
altogether from the unfortunate effect which 
high prices have on export trade, there is 
always a real danger that in the home market 
wages will constantly lag behind. 


NEED FOR INCREASED PRODUCTION 


Credit judiciously applied can be of the 
utmost value in fostering the trade of the 
country, but only as a stimulus to productive 
effort. Unless made use of in this way it can 
achieve little or nothing. Credit without coal 
will not carry this country very far in the days 
which lie ahead of us. If our standard of 
living is to be restored to its pre-war level— 
and one would like to see the new standard 
raised above it—this will only be done by 
sustained productive effort. The call for 
increased production—and it is encouraging to 
hear it coming from those in authority—is one 
to which the people of this country will simply 
have to give heed in their own interest. Our 
whole future depends on it. Our standard of 
living depends on imports. Our imports 
largely depend on exports. Our hitherto 
important invisible exports have been seriously 
reduced as a result of the war, and this adverse 
position has been aggravated by the large 
Sterling balances which have accumulated 
against us. There seems no solution to our 
present difficulties other than increased pro- 
duction and, we can be quite plain about it, 
increased production just means hard work by 
all of us. Disillusionment awaits us if we 
imagine that by some magic means we can 
manceuvre our way to national prosperity. 


SCOTTISH INDUSTRY 


The Bank, as befits its name, is closely 
identified with the industrial and commercial 
life of Scotland, and we join gladly with those 
who, in these days, are inspired by a desire to 
see the resources and potentialities of our 
country developed along sound and lasting 
lines. Scotland, by her efforts and sacrifices 
over the years, has more than earned the right 
to expect a fair share of the opportunities to 
establish new industries within her borders, 
and to arrange her domestic economy in a way 
which will best enable her to stand up to the 
dangers of industrial depression. 


THE THREE BANKS 


In addition to our organisation in Scotland 
we have, as you know, important connections 
south the Border. Our own Offices carry 
on an extensive business in the City of London 
and in the West End at Drummonds Branch 
at Charing Cross and Western Branch in 
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Burlington Gardens. To these activities in 
England are to be added the wider interests of 
our associated Banks, Glyn, Mills & Company 
and Williams Deacon's Bank, Limited, whose 
businesses, I am pleased to report, also con- 
tinue to prosper. The Three Banks, while 
maintaining their own individual character- 
istics and traditions, continue to work in the 
closest harmony, and it will interest you to 
know that representatives from each meet at 
regular intervals to discuss matters of common 
interest. Customers of any one of The Three 
Banks may call also at any time on the services 
»f the other two 


rRIBUTE TO OFFICIALS AND STAFF 


Some members of our Staff are still serving 
with His Majesty's Forces, but the great 
majority have resumed their work in the 
Bank and they are, I am glad to say, quickly 
and efficiently adapting themselves to their 
peace-time duties. The return of so many 
members of our permanent Staff has made 
necessary a reduction in the number of our 
temporary workers, and I would like once again 
to express our high appreciation of the valued 
services which the latter have always so 
willingly given. Without them we could not 
have carried on during the war years and, 
muck as we should like to retain those who 
raight wish to stay on with us, this is not possible 
either from the standpoint of sound man3ge- 
ment or in the interests of the country as a 
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whole. During the year just closed, war-time 
allowances and bonuses were consolidated with 
salaries and a new scale of salaries established 
after consultation and agreement with the 
representatives of the Staff Association. 
Increases were also made in the amounts being 
paid to pensioners. To those members of the 
Stafl—permanent and temporary—who have 
helped to carry on the business of the Bank 
during the past year, I have to express our 
grateful appreciation of the manner in which 
they have carried out their duties. To Mr. 
Thomson, the General Manager, the Assistant 
General Managers and Officials at Head Office, 
London, Glasgow, Dundee, Aberdeen and 
Branches, our thanks are also due for their 
wholehearted services in the interests of the 
Bank. 


APPROVAL OF ACCOUNTS—DIVIDEND 


I now beg to propose that the Report, con- 
taining a Statement of the Accounts and 
Balance Sheet, be approved and that out of the 
Profits of the year a Dividend at the rate of 
Seventeen per cent. per annum for the half- 
year, under deduction of tax, be declared in 
conformity therewith. 


The Report was approved and the Governor, 
the Deputy-Governor, Extraordinary Directors 
and the retiring Ordinary Directors were re- 
elected and the Auditors were re-appointed. for 
the ensuing year. 








CATER, BRIGHTWEN 
& CO., LIMITED 


Incorporating 
ROGER CUNLIFFE, SONS & CO. 


52, CORNHILL, E.C.3 


Capital issued & Fully paid 
£1,200,000 


DISCOUNT BROKERS 
& 
BANKERS 





— = He “oOo at R 


—Prere 6 DD 0 OO 


- oO” 4 


a ee ee ee ee ee ee ee ee ee ee ee a ee | 











-time 
with 
ished 
the 
tion 
eing 
f the 
have 
Bank 
» Our 
rhich 
Mr. 
stant 
ffice, 
and 
their 
the 


=ND 


con- 
and 
f the 
e of 
half- 
d in 


nor, 
tors 
| Te. 
|. for 





69 





BANK OF LONDON & SOUTH AMERICA 


INCREASED NET PROFIT 





LORD WARDINGTON’S STATEMENT 


Meeting of the Bank of London and South 

America Limited was held on December 
17 at the Head Office, 6-8 Tokenhouse Yard, 
London, E.C. 

The following is an extract from the state- 
ment by the Chairman, the Rt. Hon. Lord 
Wardington, circulated with the report and 
accounts for the year ended September 30, 
1946: 

The accounts cover approximately the first 
12 months since the end of hostilities. Most of 
the economic features which characterized 
Latin America during the war have persisted, 
notably active export trade, a shortage of 
consumer and capital goods and an abundance 
of money. These inflationary conditions have 
again been accompanied by a large turnover 
of internal business—particularly in the manu- 
facturing industries working with large profit 
margins—as well as by labour unrest common 
to all the world and associated with the con- 
stant pressure to adjust wages to rising price 
levels. Banking business, however, has 
remained competitive, owing to low interest 
rates and, in many cases, to legislation for 
combating inflation, such as by restricting the 
use of credit. 

THE NEW DECREE 

I feel you will wish to have some information 
on the new situation that has risen in Argentina 
as a result of Decree No. 11,554, passed in 
Buenos Aires last April. In accordance with 
the new Decree the Argentine nation has 
assumed liability for the deposits in Argentina 
of all banks operating in that country. At the 
same time facilities are provided to enable the 
different banks to maintain the necessary 
amount of till money and to finance their 
normal lending to borrowers for trade and 
other purposes, by the Central Bank depositing 
sufficient funds with the various banks to 
satisfy their daily cash needs with a suitable 
margin and by making loans in the form of 
rediscounts, the whole being secured on certain 
assets of the banks in Argentina. From a 
practical viewpoint, the daily contact between 
the bankers and their customers, both deposi- 
tors and borrowers, has been preserved, all 
dealings being in the hands of the various 
banks as formerly. The new régime is unique 
in the history of banking, involving further 
accounting records which give rise to additional 
labour and a consequent increase in expenses. 


Ti Eighty-fourth Ordinary General 


EXPANSION OF FIGURES 


The balance-sheet discloses that, although 
£46,429,000 standing to the credit of depositors 
in Argentina has been excluded from our 
accounts, the total figures now amount to 


£143,100,000, compared with £132,892,000 a 
year ago. Current and deposit accounts, etc., 
stand at £90,696,000, which, with £26,621,000 
due to the Central Bank, gives a figure of 
£117,317,000, compared with {109,774,000 a 
year ago. Had it not been for the operation of 
the new Decree our total deposits would have 
amounted to £137,125,000. Cash in hand at 
bankers and at call stands at £41,547,000, 
compared with £53,918,o00. But for the new 
Decree it would have been £61,355,000. From 
the expansion in the figures increased income 
would be expected, and this has taken place ; 
it has, however, been largely neutralized by 
increased charges, principally under the 
heading of salaries. The cost of living has 
advanced to such an extent in some countries 
that the directors view the effect on our future 
charges with growing concern. 

A profit of £341,583 has been made. A 
comparison with last year’s profit cannot 
readily be made, ut a satisfactory increase in 
net profits has taken place. 


MARKETS CLAMOURING FOR BRITISH 
GOODS 


A few days ago I received a cable from our 
manager in Buenos Aires stating that the 
Argentine market is clamouring for increased 
supplies of British manufactures, especially 
textiles. The same applies in all the other 
Latin-American Republics, large or small, and 
I earnestly hope that the Board of Trade will 
do everything in its power to enable exporters 
to satisfy and keep these valuable markets. 
Consumer and capital goods are urgently 
needed. Sooner or later British exporters must 
again face strong competition from other sup- 
plying countries as well as from local factories. 
Therefor? close and constant attention must 
be given to the special requirements of Latin- 
American markets, where post-war conditions 
show many striking changes. There is, how- 
ever, still a traditional preference for British 
goods and trading methods, and I need only 
point to the success of the British shipbuilding 
and other trade missions which have visited 
Latin America recently to illustrate the benefits 
of closer personal contacts with buyers. 

We are passing through a most difficult 
transitory period. It is to be hoped that the 
internationa! conferences that are taking place 
will result in a closer co-operation and willing- 
ness on the part of all nations to arrive at 
decisions to the permanent benefit of the 
peoples of the world. 


Complete copies of the Chairman's address 
may be obtained on application to the Bank at 
6-8 Tokenhouse Yard, London, E.C.2. 
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While we believe that the 

expansion of our business and the scope of 

future operations alone warrant this change, 

we also have in mind the potentialities of the 

Development Corporation, about which I shall 
I ng further to say later on. 

sstion of additional capital cannot be 

considered without reference to the 

question of future earnings. While I will not 

to forecast the future, I think it can 

said that a conservative dividend 

been followed since the bank was 

In spite of the almost continuous 

of the business, stockholders have 

increase in the dividend 

has to be remembered that 

rea gross revenue has been largely 

y increased taxation and higher working 

am glad to iat we have, 

notwithstanding, again been able to grant a 
bonus to the staff this year. 
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DIVIDEND INCREASED TO 8 PER CENT. 


Stockholders will also have noted the slight 
ings shown for the year under 
proposed increase in the divi- 
j - cent. to 8 per cent. There 
year to be any good reason to feel 
to earn 
creased rate, which is, however, 
is significance than might appear, on 
accoun the change in the regulation 
respecting Dominion income-tax relief. 
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THE DEV ENT CORPORATION 


to the pending formation 

of Barclays Overseas Development Corporation 

Limited, and a circular addressed to stock- 

holders was enclosed with my statement giving 

more particulars of what your directors had 

in mind. Incorporation of this new con. pany 

was effected on January 10 last, and at the 

s of the board of directors, held on 

the Hon. Geoffrey C. Gibbs, 

us elected Chairman. 

first ordinary general meeting was held 

November 28, when the accounts showed a 

net profit of £3,750, which has been carried 
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had been approved by that date 
had not yet been drawn upon. It is our hope to 
I business the corporation 
sound foundations, and I have 

little doubt that the credits already granted 
rill be substantially drawn upon in the coming 
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